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THE WHITE HOUSE 

WASHINGTON 

July 1,1954 


FOREWORD 


At this meeting in the Nation’s Capital arranged 
by request of the Governors’ Conference, my 
advisers and I welcomed the opportunity to share 
with state governors information on problems of 
mutual concern, including plans for the common 
defense. By promoting responsible, cooperative 
relationships between federal and state govern- 
ments as contemplated in our constitutional sys- 
tern, such meetings add to the strength and vitality 
of the nation’s entire political structure. 

I greatly enjoyed meeting again with the governors 
of our states, and I look forward to other such 
meetings in the months ahead. 
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Remarks of General Walter Bedell Smith, 
Under Secretary of State 


Presiding 

Hon. Richard M. Nixon 

Vice President of the United States 

Gov. Dan Thornton of Colorado 
Chairman of the Governors* Conference 

Hon. Harold E. Stassen 

Dirrdor , Foreign Operations Administration 

Hon. Sherman Adams 

The Assistant to the President 


The Vice President and the Honorable Allen W. Dulles, Director of 
the Central Intelligence Agency, also addressed the Conference. 


Gentlemen, I will ask that my co ^^f a ^ to censor the text, 
until the experts at the State Departmen Department is allowed out 

It is very rare that a sernor officer of « e ^ chaperon or two 

- r 

frankly, which I would like to do. _ when I had the opportunity 

■n- - «“• - <“ 

to address the Governors was • J nd your present colleague, 

in Moscow where the then SecretaryofState and y J ^ of 

Governor Byrnes, had sent me I *«tt « ‘™^_ I ^ that at the 

you may recall be cause woffid have been rather dangerous for 

time I went to Moscow in 1946 that we were going to have 

^t^along with the 

ofw" ^o^ould not be trusted wiffi the conduct of 

public affairs. . , ^ far in the other 

£ i 

ss,” Si - — ““" h “ 

the two extremes. cnr t nf a tenuous modus 

We are at Geneva again trying to *%£ ^ition. In 

vivendi but against what we assume ^ Europe 

order to get that background, I ^"^,whict now is France, 
and particularly the keystone o our R ^ w j]l try to accomplish four 
At Geneva it is to be assumed that the ^ is the dis- 
things: First, on the cardm P 1 *? B of ourse lves and our allies, 

ruption of the Western A lan , , _ w estem nations which 

And they will concentrate on t at one ° oment ^ j, France, for reasons 
seems to offer the best target hreak up this coalition, and they 

"tSt 'tor, and^tTfinal culmination of our plans for the 
c . «« tWmu* Community, they will eerily ^ *7 5 1 ’ 
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bridgehead in that area from which to ^03/07/29 

influence. They will certainly try to obtain some sort of a bargain on 
Korea that will recognize North Korea as a separate and sovereign entity 
and will permit it to become part of Communist China. Of course, they 
will do everything they can to gain the recognition of Communist China as 
one of the great . powers and its admission to the United Nations.^ 

It is strange how these vital problems result in arguments and discussions 
which actually would seem silly and do seem silly to anybody who did not 
understand the reason. For example, the agreed arrangement for chair- 
ing the meeting in Geneva referred to by some of the press as the two-and-a- 
half solution, by which the Soviet Union, Britain, and Thailand alternately 
provide the chairman. 

With regard to the chairmanship, it was very apparent from the beginning 
that the Soviet Union in spite of agreements in Berlin had determined to 
translate a so-called Big Four into a Big Five. We had various solutions for 
a chairmanship offered, and each one of those in one way or another would 
have resulted in Communist China taking her place as the chairman of the 
conference. Politi call y we cannot accept that and publicly we could not 
accept that. The American public opinion would never accept a thing of 
that kind — that the aggressor should be called on to chair a conference, and 
a conference of such weight and importance. 

If we had gone to the formula of the Big Four, which was also suggested, 
we would have given serious affront to some of our smaller but very impor- 
tant allies. Australia and New Zealand, who have stood staunchly by us 
during many of these discussions and have supported our policy, might 
well have weakened in that support. Consequently, we have this so-called 
two-and-a-half solution, which looks a little silly, but which actually is the 
best that could be obtained. 

Well, we have the seating arrangement we want and we have a reason- 
abe solution, although it may seem a somewhat inconsistent one, for the 
chairmanship. And then we go to the battle. 

Now, I must turn to France. A month ago it seemed that EDC was 
assured. We had prepared and, as you know, we gave to France certain 
assurances of our own with regard to support of EDC, with regard to the 
maintenance of American troops in Europe during the time the threat con- 
tinued, and with regard to certain other matters which the French con- 
sidered important. Once the date was fixed and the debate opened, it 
seemed at that time that there was every assurance that EDC would pass. 

We counted on the large support from the Socialist Party headed by Guy 
Mollet who has been a tower of strength, and we had to give those assurances 
in time for the Socialist Party caucus to be held which would insure support 
of the Defense Community vote. 

At that caucus political omerences uevtiupoi, aim iO* * ** 
as though Mollet had lost control of his party and that we could no longer 
count on the support of the Socialist votes if EDC came up for final vote 
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reports were extremely gloomy. Y attacking the United 

speech made by Mr. Bevan m Eng ' a ° d ’ Co— ity! violently at- 
States, violently attacking the an d holding out the promise of 

tacking the idea of a Western ° > ideas were abandoned- 

peace in our time with the Sovie Dien phu. Subse- 

and disturbing and very (fcqmetmg rep indicate that those .first 

quent estimates of the political si a vo te in the French 

appraisals were far too gloomy and as of todayuf w akhough 

Chamber on the European Defense C °“ ^£1^ die French 
by a small majority; and if con ^ ao “ . ^ „ wer until the vote is 

And to 
-* “ d 

war-wMiy- A » J— * 

“ d st ClT ’ *• 

graduating class at St. Cyr ** Po int. That means every 

Military Academy, is much larger than our West rom 

French town, every French village “ nauseamj that the free world 

I have said before, a " d y “ ch p s thile the Chinese play with white 
cannot in Asia play with blue chp ^d are able to train 

chips. We can’t ‘ ^tjTstates that are willing to fight for 

good native troops for those Asiatic Korea. Two and a 

their freedom. If anybody wants ° ’critLl of the ROKS; today 

half years ago our officers an so Korea ^ tel i you that a good 

any experienced officer or soldier . suppor ted by artillery is 

Korean division properly equipped and ^vision. j think 

sr sstsrsti -sr— — - 

called Dien Bien Phu, which has ^ communication 

They did that because that valley* lone ““rder of something 
from Communist China over which ‘ mto the Viet Minh. 

As a matter of fact, when • the aeenda for Geneva, you may 

expect to get exactly wnat »o goyn n.or much terri tory and as 

tensification of military operations Geneva conference as 

much political advantage prior to and f di at there 

, ran possibly get. nud as t-ey , ” 

Jic uo— * , t , , , r , C o n fbf-v win expend thcu serves. 

isn’t going to be another hgiumg n, . 

And that is exactly what they have done. 
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Militarily, Dien Bien Phu has r£o real significance. The French have 
committed between 5 and 6 percent of their resources there. The Com- 
munists, on the other hand, have committed between 25 and 30 percent 
of their resources there and they have sustained very severe losses. It 
fulfills all of the military requirements for a successful detached post, and 
our field service regulations used to state that a commander is justified in 
detaching a smaller element of his force only if it will contain or account 
for a greater strength than his detachment. Dien Bien Phu has done that, 
but in the meantime, it has become a symbol. W e have symbols these days. 

Berlin became a symbol. Korea became a symbol. Dien Bien Phu has 
become a symbol to the French people and to French political opinion. 

Mr. Bidault has gone to Geneva without many strings attached to him. 

We are assured that there will be no Cease-fire in Indochina during the 
Geneva conference, and I believe that the present government means exactly 
that assurance, and that while the Laniel-Bidault government is in existence, 

we can count on that. . , 

I trust most profoundly that it will survive. Every effort is being made 
to bolster up political opinion. Much will depend on the way things go 
at the Geneva conference where our tactic is to concentrate on Korea. 
Certainly, if we are able to do that, we should be able to expose again the 
intransigeance of the Soviet Union to the point where even those French- 
men who still harbor illusions— and it is not only in France that those 
illusions are harbored; let’s say other Europeans have harbored those 
illusions— will awake unmistakably to the fact that there is no compromise 

at this time. We can only deal from a position of strength. 

Elsewhere in the world, there is a little more brightness in the picture. 

In the Mediterranean area, the vexing problem of Trieste is close to a 
solution. The Italian Government can face an election with complete 
confidence. The present Italian Government can take measures which 
will deal with the Communist infiltration in Italy that they have never 
dared to deal before. 

Yugoslavia has come a long way in our direction and has come a long 
way toward a settlement, and we will see an even stronger realinement of 
the Mediterranean power. 

In Iraq we have promised a certain order of military assistance. We are 
not giving arms to Iraq to use for anything except defensive purposes, and 
we are prepared to see that they are not used for anything else. 

The strengthening of what has been referred to as the northern tier of 
nations, begun by the initiation of the Pakistan-Turkish agreement may be 
broadened to include one or more cf the Moslem nations. 

In Iran, while the discussions with regard to the oil settlement drag on. 
they are being conducted in an atmosphere of good will and me rear 
major issues have been settled. 

We have been in Egypt again within 
on two or three occasions and internal^J8M®^fefeQltiBf 
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iut itte°li a t Abdel Nasser will control the Egypt- Government. So 
t e have not there abandoned the possibihty of a settlement 

Last week prospects were generally evaluate asgoo^^ fall in 

L the Middle East and we will continue to stove £ do so. between , 

Egypt seems to be the best States that 

wol' first, to be second, but they are not going 

That bnngsus “ vety mterestm^develop- 

“^lems there .« 

one ulcer of a ^^ UI ^ OI ^ e ^ e Conom ic discussions. But the South 
anything them *at we “ntsettleby ^ # ^ of Monroe Doc . 

Americans are hard bargain . ^ ^ (he very strong support of 

trine against communism, and Latin America. 

Brazil and of two or three other of c om ^stmrnc ^t didn’t 

Actually, there were a good many o communism is much 

much care *ey - 

of a menace “vhow b ut Jh y voted against , a „d Argentina 

and, as you recall the resu , y ^ an econ omic conference 

and Mexico abstained. , , a s the Vice President put it 

which is really going to pose some pro ■ can , t b 

very well, the answer does not - d - ^havefoun ^ ^ 

friends, and just -“d stmrdard^ ^ ^ ^ £ 

a Communist tendency. Y . b f re an d until now they have 

high point since the war and for some tun , ^ ^ j 

had the biggest Communist g that the answer to Latin 

Jr ..««« . . xl * -» 

- 1 u . , • . 1 c iTl , re -* It psvs a prettv good income — - 

isssrsi’i 2u, — > 
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I i Summarization of Remarks of -General 
Robert Cutler, Special Assistant to die 
President, National Security Affairs 


i»v putab M =i “““atw 

preside over the Planning Board, the agency ^ 

Lough which all papers are processed on theirway up 

This P lanning Board meets three tunes a week. The averag 8 

the President and try to keep out of troubl • 
for Robert Cutler in Washington, thank you. 

As last year I told you about the operations of&eCoun^I vnU g 
into that again. I have no prepared spe^ Them 
prepare one. It is no fun to give a prepared speech, iney ar g 

^rSrrfa statutory body. U 
palpal fungus « ^ 

rSuTSesraeSTtselfat ^. It is 

r ^t^ia»tL«^ 

LLLibly desiU it bring, ^Sdna^ 

rely anyway, it proviaes a n„t it rommands no one, 

Ld ht no command function. If its operations are secret, it is because 
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all advice given to the President by 'his assistants and advise^ must by its 
nature te ^secret. And that is especially true in the sensitive field of 

wmmm 

, t a minrter under this administration, a total ot percent oi <u 
year .. 2 here have been 1,095 actions taken by the Council since Sep- 
rember igj and of them 399 have been taken in the prcscnt admmistr^ 

the Council in a different way. Certainly, this flexibility m use is mos 
desirable, for the Council is a Presidential aid. Each President so 

free to use it as he thinks best. , 

Governor Peterson has suggested that I speak to you briefly about & 
wo To7the Council in connection with “Continental Defense, a subject 

defense ofthe continent. For instance, there are not included .he programs 
of ^ Strategic Air Command’s program and for foreign air bases, which 
aieso vital to our ability to strike at an enemy that might attack us There 
are also not included certain programs that we would in any event cany 
on like the security of our Federal buildings all over the United States, on 
which perhaps some hundred million dollars or more is spent every year. 

We toduded in “Continental Defense” those particular programs picked 
out of the great seamless web of military and nonmilitary midertakmgs 
which we felt needed particular attention because perhaps &ey had not 
been in the past emphasized as much as some of the others. This is a diffi- 
cult operation: picking out certain military programs and d weUmg upon 
them to an effort to bring them into what one considers a more proper 
posture. It has to be done every once in a while. That is just what we did 
• , „ — -vin'* at the ’“t continental Defcu&c.» 

11 This great volume here which I have on the desk contains original copies 
of the Council’s policy papers in the 14 months we have been working on 
the subject of “Continental Defense. 
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tary programs: the early warning y the antiaircraft batteries. All 

planes, the picket ships, e gui Perhaps 10 percent goes into the 

of these things are costly ur ban vulnerability, surveillance of 

nonmilitary programs: civil < 1 efe , of preserving internal security, 

people within our measures to try to detect 

measures to insure the ^ar weapons and fissionable matenals 

the clandestine mtroduction nonmilitary programs, 

into the United States. ^ 7Tnderstan^ m Washington today of 
I am sure that we have a better pr0gram s, of the essen- 

the relationship of the military an d corop l e x. Essentiality of a 

nriss “ ’ 

studies bearing on ‘ Continental the Lincoln Sum- 

in the making. Some of these o£ the administration, the 

mer Study, and, in the ear y p ^ done i n pulling together basic 

Kelly Report A great deal of work we proceeded to examine 

information. Having examine ' damage an enemy could do 

under carefully worked out assumptiom w^an^f ^ United States 
to US if it launched a surprise a o { knowledgeable people, 

continent. We convened a ^ our Government help, and 

with authority to draw on all «* **« ^ officer. This Committee 

chaired by a distin^shedfo^s choose the time, the places 

worked on a hypothesis that ^ ^ ^ most ternble 

and the method of attack und ^ this specific question. In 

damage. It worked for 4 or 5 mon*s This report showed 
May of last year the Committee pr ^ p tQ our vitals, our people, 
on the assumption stated, e mno forces ^ cou ld be done by the enemy, 
our war potential, and our stnkmg f ^ ^ & deep impression on the 

It was a searching and arres g and in writing. 

Council, to which it was p ^m nt m which the enemy could damage us 
Logically, having heard the extent a ^gat t0 the naUonal 

the next step was to decide how « d t0 a committee of quaUfied 

security. Once again, the Council re ; plains which the 

This Committee was Si to meet this 

different interested agenaes 0 S a ^iod of 2 months of intensive 

threat. This Committee devoted If f P® 1 departments and 

Sf- te «««“*•* ** 
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lacasst^iA'^irEs 

Thereafter, the Planning Board proceeded to seek to arrange e ones 

Ld than these so-called “Continental Defense” programs. The Strategic 

and Morocco and Libya and Spain are of equal consequence to die defense 
of die Continent. The Planning Board had to consider all of die national 
security program; in order to set in proper perspective those few dealing 

merelv with “Continental Defense. , j j 

The Planning Board worked for 2 months settling the tested, costed ^ 
Sell Defense” programs into categories: some that should 
bl°d!ne at once - some that should be brought into a high state of readiness 

- * SS 

. , , i . j them Eventually, we obtained Presidential 

approval of the policy recommendations which were presented, subject to a 
r^f—ents worked out by the Council 
Ld subject to developing the fiscal arrangements and some of the detail 
of the largest programs. When a program involves expenditures of a billion 
dotsTjarTtakes a long time to get the details of such a program 

^tfre^in the newspapers all kinds of fantastic figure about the 
col of “Continental Defense.” They run all the way from a few bdhon 
up to a hundred billion. The cost, of course, depends on what you include 
uf the term "Continental Defense.” As I have been using the term, certain 
verylieavy expenditures, such as those for SAC and for our overseas air 
ba L are excluded. But the residue of programs that I mclude m the 
oLLe “Continental Defense” calls for the expenditure of several btilions 
eLh year. We are spending in fiscal year 1954 on this comply °f“ditary 
and nonmilitary programs about twice what we spent m food y ^ ^2- 
If the Congress will give us tire money, we wi ^ s P L “ u a ; 

1Q rr T v o fibres do *ot much, up into me 

some ^people ^eem to think may be desirable. We «*«***£ « 
hefieve can be prudently and effectively not o^a 
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LLSotLTwhhoLt cost, wy -gj 

“Continental Defense” programs that I ® considerably 

have been brought respectively to a state of readiness, will be considerat, y 

in excess of $3 billion each year. • That aM* Council 

I have emphasized what seems to me the logical way m wxn^r ^ 

approached this vast program though h is ody oru pr^ram ^ 

I want you to realize that Continental u . y talking about the 

some chance to be protected wherever they may e. 

a partner. Some elements of the ear y 6 been 

in Canada. Others are in process of ^ United 

stuL^thLLo^rlLthis interest, 

any such thing as 1W wdl-Lought^ut defense, backed up by the 

have a reasonable, wefi-planned well mo g ^ we shaU 

world’s finest sinking force pur Strategy wr tQ striie down 

never think of our warning lines or our defensive ^ such 

attackers as a Maginot Line either fashion we are carrying 

short of a “crash” basis of ruinous expense. 
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Remarks of Admiral Lewis L. Strauss, 
Chairman, Atomic Energy Commission 

Governor Thornton and gentlemen, I did not know exactly what kind 
of program had been planned for this morning, and I thought perhaps 
that the information I have might be better conveyed by answers to ques- 
tions on subjects that interest you. I have prepared only a very brief 
statement on one topic that I hoped ought to be of interest; that is to say, 
the relationship of the Atomic Energy Commission with the States. 

Because you have all come here to Washington, I am reminded, to begin 
with, of a story for which I am indebted to a veteran Washington corre- 
spondent whom most of you know — Arthur Krock. He is a collector of 
esoteric and unprinted Americana, and he told me a number of weeks ago 
that back in 1861 there had been a committee of Virginians, including 
General Lee, who were very anxious that Virginia should not secede from 
the Union. They had arranged an appointment with President Lincoln 
to find out whether he intended to use force against the States which had 
seceded, and, if so, to try to dissuade him. They wanted to get their 
information back to Richmond as promptly as possible and so they devised 
a telegraphic code. In modem parlance I think we would say, that they 
undertook proper security provisions. The code was a simple one: If the 
conference with Mr. Lincoln was successful, the word “Blessings” was to 
be tapped out over the wire. And if the conference was unsuccessful, the 
word was “Calamity.” But they also envisaged the possibility that they 
couldn’t get any decision, and in the case, the code was “Washington.” 
[Laughter.] 

I don’t know that their choice of code words had any contemporary 
significance, but I do know one thing, that Washington today is not char- 
acterized by any uncertainty or lack of decision. On both the inter- 
national and domestic fronts the Congress and administration are pressing 
forward to decisions that affect the lives of all of us, and the rights of the 
States have strong advocacy. 

My own family is from Richmond, Va., capital of the lost cause of States’ 

Rights. And, while I was brought up in that kind of atmosphere, no one 
today in Virginia questions the validity of the great decision that was 
reached on the field of battle in ’65. but there are many of us who wonder 
whether the pendulum hasn’t swung too far in the direction of a powerful 
central government in recent years. 

The Atomic Energy Commission, I think, is probably today an exempli- 
fication of the greatest degree of centrali^j^^gj fey&tfe<5&fe/07/29 
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activities of the Commission in terms of the impact of those activities on 
the States. But first of all, I ought to take. advantage of the fact that I 
have the privilege of appearing before 1 you to express, the appreciation of 
the Commission for the cooperation that we have received on the many 
occasions that we have had to request it from State governments.' Some- 
times this has involved the quick passage of special legislation by State 
legislatures. 

The Atomic Energy program is the largest single industrial enterprise 
in the country, and I am using “industrial” deliberately because we are now 
in the business of manufacturing, on a production-line basis, a whole family 
of nuclear weapons for our defense and of producing materials on a pro- 
duction-line basis that make possible the increasing peaceful applications 
of atomic energy. 

These installations in which this work goes on stretch from one end of 
the country to the other. They are located in more than one T half of ( the 
States, but the major facilities, those that cost in excess of $1 billion apiece, 
are located only in Washington, Kentucky, Tennessee, South Carolina, and 
Ohio. The impact of the expenditures of the very large sums, required 
for the atomic projects, however, are not limited to those five States. Take, 
just for example, the building of the nuclear reactor and power plant for 
the first atomic submarine. The prime contractor was the Westinghouse 
Co., and it did its work in Pennsylvania, Idaho, and Connecticut; but the 
subcontracts on this one job were let in 20 other States. 

Our other activities are similarly diffused geographically. There are 
users of radioisotopes now in every State in the Union. There are 643 
unclassified research contracts now in force, and they are scattered among 
132 institutions in 43 of the States. The Commission and the Department 
of Agriculture are engaged in activities in 30 State experimental stations. 
And by almost any measure of Commission activities that one cares to 
make, there would be a comparable national distribution. 

When we took over from our military predecessor in 1947, we inherited 
three cities that today have a population in excess of 70,000 and are still 
growing. Legislation has been introduced at our request to allow us to 
sell two of them, Oak Ridge, Tenn., and Richland, Wash. ; that is to say, 
to sell the private residences to private owners. It is intended that these 
will become normal municipalities and take their proper place in the life 
of the States, and, I might add, relieve me of a ghastly series of headaches. 


The first test of this new policy came in Idaho where back in 1949 the 
Commission acquired 600 square miles for. tire location of a National Reactor 
Testing Station, Thanks to the cooperation of private enterprise, local, 
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shouldn’t be here today if it were otherwise. During .the hearings on con- 


employees of the Commission and its contractors in Idaho have had the 
opportunity to own their own homes and are residents of a normal com- 
munity. This has proved to us that it can be done. That one outfit that we 
will probably not be able to do anything with is Los Alamos. It has no 
economic reason for existence; if the laboratory were ever abandoned for 
any reason Los Alamos would simply be a place for sightseers. 

The Savannah River project, involving the States of South Carolina and 
Georgia, is, of course, a very much larger situation. When it is finished, 
it will have cost $1}4 billion. We might examine there, as an instance, the 
sort of task force concept which mobilized Federal, State, and local govern- 
ments and private enterprise to get that great complex of plants started. 

Here is what the Federal Government provided in the way of assistance 
there: $8.8 million for the construction and operation of elementary and 
secondary schools; about $6 million for sewers and water facilities; about 
$1 million for police, fire, and hospital facilities; the building of more than 
3,000 permanent homes under Title 9 of the National Housing Act; and 
some $4 million for plant access highways which was contributed by the 
Bureau of Public Roads. 

The role of the Co mmiss ion in this pattern of Federal assistance has been 
important; and the assistance to local school boards by the Office of Edu- 
cation for the construction and operation of facilities in areas heavily 
affected by Federal activities is based in a large part on the experience they 
gained with the Commission. 

The AEC works closely with your State labor departments, both in recruit- 
ment and furnishing estimates of work fluctuation, the latter so that too 
many men will not be put to the expense of flocking to a given job, not in- 
frequently in some isolated place, and on arrival finding that all the jobs 
have been parceled out. 

There is also the problem of draft deferments, and this is going to continue 
to be difficult due to the specialized nature and urgent expansion of the 
Atomic Energy program. For instance, at the Savannah River Plant, which 
is important in the thermonuclear weapon program, we have had to recruit 
with all possible speed a scientific and technical group of 1,500 men. 

The understanding cooperation given generally by the State Selective 
Service Directors has been of greatest value to us in delaying the dates of 
induction of these men until the necessary, but time-consuming, process of 
completing the full security clearance of their replacements could be made. 

And finally, of course, there is the matter of taxes. The Commission 
recognizes that there will always be apparent conflict of interest between the 
Federal agency and its contractors on the one hand and State authorities on 
the other. I don’t know how we can work it out. except on a cut-and-try 
basis each dine k arises. 

Of one further thing you may be sure. The law charges the Commission 
to operate so as to strengthen the American system of free competition in 


firmation of the Commission in 1947, Senator Vandenberg put a question 
to me which caused me to tell him that I thought the day would surely come 
when the socialistic aspects of the original atomic legislation could be tossed 
overboard and that we could safely make the atom free for invention, 
enterprise, initiative, and also for profits and for taxation. And, as I men- 
tioned a moment before, a bill to amend the act and which I hope will pass 
at this session will go far toward that. 

If one might judge from the communications received at the Commis- 
sion in recent months from various State organizations, from chambers of 
commerce, and from Members of Congress, our one activity that is of the 
greatest interest at the moment is the progress toward development of 
electrical power from nuclear energy. 

The interest of the States in this field has been well demonstrated. 
Members of a special committee from the National Association of Railroad 
and Utility Commissioners., who are your appointees, have requested and 
received security clearances to keep abreast of developments and to report 
on the regulatory aspects that are of interest to the State utility bodies. 

The Governors of the Pacific Northwest named an Atomic Energy Com- 
mittee more than a year ago, and on April 9 of this year the New England 
Committee on Atomic Energy was appointed by the New England 
Governors Conference and held its first meeting. We also know some of 
the companies have made proposals for participation in the power projects 
and have kept their state capitals informed of their interest. 

You might be concerned with the present status of this development. 
Briefly, it is this: Construction will begin shortly in the Pittsburgh area on 
the first full-scale experimental central station nuclear power plant. It is 
to be built and operated by the Duquesne Light Co. We let the contract 
to that company in general competition, because although many of the 
offers were attractive— the next most attractive. Governor Byrnes, was from 
South Carolina— the offer of the Duquesne Co. will save the Government 
over the period of the contract some $30 million of construction and operat- 
ing costs. This is private capital. The Westinghouse Co. has been at 
work for some time on the reactor portion of the plant. 

The Commission has formulated a program for pushing ahead to power 
plant level on at least four other types of reactors, all of which appear prom- 
ising as power producers. We have a contract with the North American 
Aviation Co. for a $10 million sodium graphite type reactor; and in this 
case, the company is putting up a quarter of the cost out of its own funds. 

The President transmitted to Congress, on February 17, the recommenda- 
tions of the Commission for amending the Atomic Energy Act, These are 


designed to provide greater incentive and flexibility 


tal participation in speeding the advent of the new, great source of energy 
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What is the role of the individual State government in the future de- 
velopment of industrial uses of atomic energy? This question I repeat 
because it was asked at several of the symposiums being held on the subject 
of nuclear power and the expanding applications of atomic energy to 
industry generally. 

By precedent, the States have general responsibility for health and safety 
standards. But in the atomic energy field specifically these have been re- 
tained in the Federal Government which has set the standards and admin- 
istered the program as far as protection against radiation hazard is 
concerned. However, I think it should be the goal to have State agencies 
become technically competent to take over this aspect of the nuclear power 
program. The lawyers have argued this point, and when a panel was 
convened last November by the Atomic Industrial Forum, contradictory 
points of view were expressed with considerable force. I have had tran- 
scripts of that discussion made and I will be glad to provide copies to any 
of the members of the conference who might care to read it. 

Reluctantly, I now leave the promising aspect of atomic power to discuss 
the role of the Commission in the somber task- of preparing the country in 
order that it may survive in the event of an atomic attack. Your civil 
defense organizations and those of your cities and counties share with 
Governor Peterson’s organization the primary responsibility for leadership 
in this work. The problem has been magnified in size by the awesome 
arithmetic of the thermonuclear weapon— a weapon whose destructive force 
is measured in millions of tons of TNT equivalent. But that is not the 
primary consideration. The primary consideration, of course, is our 
knowledge that the Soviets possess these weapons and that they possess the 
capacity to deliver them on chosen targets in our country. The problem 
is also aggravated by the modem capability for aggression by surprise 
attack. It would seem logical, therefore, to call for more emphasis on 
statewide disaster mobilization plans and a much wider base of public par- 
ticipation in those plans. The tremendous destructive power of nuclear 
weapons is such that no one with any feeling of responsibility for the 
Nation’s welfare and for his own or his family’s safety can afford to ignore 
or to minimize its impact. 

The Commission plays a limited but important role in this task. Last 
fall, on Governor Peterson’s invitation, we reviewed the areas of coopera- 
tion between the Commission and the Federal Civil Defense Administration. 
There is a steady exchange of ideas. The mechanism of liaison between 
our staffs is being improved and opportunities generally enlarged for draw- 
ing guidance for civil defense from our weapons testing program in which 
we measure the effects of atomic weapons. 

I don’t know whether you have seen the film "Operation IVY" or not. 

If you haven’t, I know that it is to be shown to you. It happens to be a 
poor film in my opinion but it conveys some idea of ihe effects of a thermo- 
nuclear test in the autumn of 1952. $1? Wf&f WMfa&Mm 7 ™ 


: C|IA-RDP80Bpi 67|R00 e 1 8#<$IM1fr, 3 whicb incidentally took place here in this 
I room, it was indicated that the hydrogen bomb possesses a force greater than 

! that of fission bombs by a degree of magnitude comparable to the difference 

between fission bombs and conventional bombs. 

Therefore, in recognition of the gravity of that situation, the Congress 
permitted the Commission to meet with the British and the Canadians last 
fall and to exchange, within the statutory limits of security of. our respective 
countries, classified information on the effects of such weapons. The first 
tripartite conference, as a matter of fact, was formally convened last Febru- 
ary and the Civil Defense Administration participated. 

Of course, within our own country we are giving the FCDA all available 
data bearing on civilian preparedness, and Governor Peterson will get as 
much data as we subsequently develop; and the tests which are now going 
on in the Pacific currently are developing further information which will 
be relayed to him as soon as the results have been evaluated. 

The stronger we are to resist aggression and the more capacity we have 
for inflicting “instant and terrible punishment upon any aggressor"— and 
those are the words that the President used in his December 8 speech before 
the United Nations— the greater will be the chance of creating an atmos- 
phere in which some formula for the limitation of armament of all kind 
might be considered. 

Strength also will increase the chances for the acceptance of the signifi- 
cant proposal which the President laid before the world last December in 
the course of that same speech— his plan for international cooperation to 
reduce the size and stockpiles of normal uranium and fissionable material 
by small but continuing contributions to an international atomic energy 
agency which would be dedicated to spread the peaceful applications of 
atomic energy. 

I announced for the President last week that he proposes to convene later 
this year, or early next year, an international congress of scientists from all 
countries for the purpose of exploring the benign uses of atomic energy. 

1 As I see it, a strong civil defense and an earnest presentation of the benefits 

that we and other countries may expect to derive from the atom in a peace- 
ful world are the two most powerful leverages that we can provide to assist 
the President in his determination to find a way by which the “miraculous 
inventiveness of man shall not be dedicated to his death but consecrated 
to his life.” 

Last week there was a meeting of the American Association of Newspaper 
Editors here, and they invited me to come before them, which I did, without 
benefit of a manuscript. I don’t think I shall ever do that again. And 
in the course of it, some questions were asked, and I was reminded of this 
Incident out ol mv lone distant past. 

In 1933 or 1934 I was in the banking business in New York And those 

days, by comparison to what I am doing now, seem to have been very happy 
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I had a visitor who came in with a letter of introduction. He needed that 
introduction about as much as Lindbergh needed the letter that he took 
to Paris when he called on Ambassador Herrick. This visitor was Smith 
W. Brookhart. He had been a United States Senator but had just been 
defeated for reelection. He had also been a National Rifle Champion. 

He came in with a man who bore with him a long mahogany box with 
brass trimmings, and he said he had something of importance and confidence 
to discuss. We went back into a private office whereupon the box was 
opened, and the Senator took out a rifle. He proceeded to take the rifle 
apart and to reassemble it all in a matter of seconds. He told me that he 
and the man who had come with him owned the patents on this new rifle. 

The individual, I think, had been the inventor, and the rifle was something 
novel and they had taken it to the War Department and had received an 
order for a large number of them — I have forgotten the quantity — but some 
thousands — and at a price which showed a substantial profit. j 

What the Senator wanted was for me to finance him — to put up the I 

money to build or buy a plant in which these rifles could be made, and for j 

doing which I was to receive any part of the stock of the enterprise I might j 

elect j 

I remember what I said to him. I said in more or less these words, that 
I knew that I never wanted to have anything to do with any enterprise the 
end product of which was something designed for the killing of people. 

Well, when I remembered that and compared my state of mind in 1933 
with my present activities I wondered what happened to me. Quite ob- 
viously something happened to me; but also something has happened to the 
world. Back in those days, in 1933, Hitler and Mussolini and Tojo were 
embryonic dragons. They had not developed into the devouring monsters 
they later became. Before their smoking bodies lay headless on the battle- 
fields of Europe and the Pacific, too many thousands of our young St. 

Georges perished in the contest. ! 

Well, today, another dragon is abroad in the world. It is larger, more 
subtle, more ruthless, and more terrible. I know that is why I am in this 
job. I think it is why a lot of the men who are working with me are in it. 

This would be a good place for me to stop talking. 



Program of the Commission on 
Intergovernmental Relations 

Members of the Commission Participating in the Discussion 

Meyer Kestnbaum, Chairman of the Commission. 

Governor Dan Thornton, Colorado. 

Governor Allen Shivers, Texas. 

Marion B. Folsom, Under Secretary of the Treasury. 

Val Peterson, Administrator, Federal Civil Defense Administration. 

Mrs. Alice K. Leopold, Director, Women’s Bureau, Department of 
Labor. 

Mr. Kestnbaum. Gentlemen, as a very, very new Chairman who has 
been on the job less than a week, I hope you will be sympathetic with the 
fact that I come here with a very large stock of ignorance and a very large 
stock of enthusiasm. I will get over the ignorance; I hope I will not get 
over the enthusiasm. 

I should like to say in presenting the various members of the Commission 
who will cover some of the aspects of the work, that no one could have been 
better pleased with the composition of the Commission than I was with this 
one. They are an extraordinary group of men and women, and with a 
very wide variety of experience and background. If we do not come up 
with a report that will make a contribution to this very difficult subject, it 
will not be because we do not have the talent on the Commission. It will 
be for some other reason. 

Now, you are all, of course, conscious of the fact that there has been some 
interruption in the chairmanship, but now that this is resolved, I must 
acknowledge that some excellent work has been done in the interim. This 
period has not been lost by any means. The committees have been working, 
the staff has been organized. Many studies are going forward, and we 
hope in the course of the next few months to begin to show some progress. 
Now, it may be, inasmuch as our mandate expires next March — it may well 
be that this is my first and last appearance before this august body, I would 
oe hopeful that by the time you meet .again that tills job will have been 
completed. Therefore, I would like to say only this: That this is a subject 

I recognize its many rami- 
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fications. There are many difficulties involved; and undoubtedly as we get 
into the matter of recommendations, we shall run into areas in which there 
will be honest differences of opinion. However, we believe that we can at 
least determine what the issues are, and certainly within these differences 
of opinion, we should be able to make a great many constructive suggestions; 
and it will certainly be helpful, quite aside from that aspect of the report — 
it will certainly be helpful to get before the Congress, before this body, and * 

before the American people, a rather clear exposition of what is involved in 
these multifarious arrangements and relationships between the Federal and I 

the State governments and other political subdivisions. I doubt that there 
is any one person today who fully understands the Government of the 
United States. It is an extremely complicated subject. 

With your permission, I should like to call on members of the Commission 
who have done a great deal of work and who are familiar with what has 
been going on and who have very definite views as to how it ought to be 
carried forward. First, I should like to ask Governor Thornton, who has 
been a very important member of the Commission, to cover some of the 
work in which he is particularly interested. Following that, Governor 
Shivers will have a few words to say. 

Governor Thornton. Thank you, Mr. Chairman. I think that you 
governors in this group are well enough acquainted with the desires on the 
part of the governors themselves to define clearly the functions and services 
on all levels of government, to know that Governor Shivers and myself are 
quite interested in promoting that phase of the work of the Commission. 

In addition to Governor Shivers and myself. Governor Battle of Virginia and 
Governor Driscoll of New Jersey have worked with us. This Conference 
itself, in times gone by, has expressed unanimous approval of making some 
specific changes. If you will recall the action taken by this Conference at 
Houston in regard to highway taxes, and the construction and maintenance 
of our highway system, it was one of the main topics. As a matter of fact, 
a great deal of that work was done, and we as governors thought that when 
we went to the Commission itself, we had recommendations ready that the 
Commission could act upon. But I do call to your attention that there are 
four governors on that 25-member Commission. And you enter a new area 
in your arena, so to speak, of your discussion, of philosophy — and you have 
many members on the Commission whose philosophy is sometimes different 
from the philosophy that we governors hold. Sometimes it takes,, shall I 
a period to readjust your thinking on the philosophy, and to convince 
other members of that Commission that the action that is desired by the 
governors is wise. 

Certainly, I am one of the governors who believe that the functions and 
services that are duplicated on Federal and State level should be clearly 
defined and functions put in one level of government or the other. We 
do not only have duplicating functions °ftf(5'?9^aRf J <^il!lM^e 1 2ttd6/07/29 
goes clear down into the local units of government. 


So far, we have on the Commission itself task forces assigned to various 
subjects to bring about a clear definition of what State governments should 
do, what Federal Government should do, and . what local governments 
should do. Certainly, that study has been completed , in regards to the 
highway problem itself, and, of course, when you actually take a function 
or a service from the Federal Government, transfer it back to the State, it is 
felt, of course that it is imperative that the source of . taxation that the 
Federal Government has used to maintain that function or service should 
be returned to State government. That was the feeling expressed by this 
Conference itself on several occasions and that is the feeling that I have 
as a member of the Commission. 

I do think that we have not made the progress or, shall I say, the speed 
up to now that perhaps we might have made in regards to that ; very subject. 
But w.e have outlined the work of the Commission. And as I say, the task 
forces are at work. I think you can look for some accomplishments and 
some achievements in the near future. • : ‘ 

I do not personally see any hope of getting Congress to act in regards 
to the specific suggestions or in regard to the resolution that this Conference 
has passed or in regard to the study a committee of governors of this Con- 
ference made pertaining to the highway problem in this session of Congress. 
Certainly, as our Chairman has just told you, we have not only a new lease 
on life, but we are going to push these studies through. There is a great 
conflict, as I said before, in regard to philosophy. There are people who 
seem to think that we should have more and bigger and more centralized 
Federal Government. However, I don’t think that is a dominating philos- 
ophy on this co mmi ttee. But I have encountered it on the committee. 
Certainly though, the majority of the members of the Commission itself feel 
like that there should be a return to the States of certain powers that have 
been taken over by the Federal Government, certain functions and certain 
services in certain fields of taxation. 

However, there is this thing to consider: You can’t drop a function or a 
service that is necessary until the States have picked it up. And I think, 
of course, that is essential, when we look at the overall problem pertaining 
to our highway system of America at this time. It is essential that someone 
do the job in building and maintaining highways in our Nation today, and 
certainly we cannot have the Federal Government do away with the service 
until the States themselves are going to pick up and perform the function 
and the services. 

Of course, there are those in America — I don’t think this is any place to 
dodge any information — who are against the States taking over or taking 
back, shall I say, the function of building and main taming highways and 

also receiving the moneys that come from that area or that field of taxation. 
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industry, have opposed that philosophy that we sitting on the committee, 
some of us, have in our minds and are trying to do. 

But that is just one brief approach to this. I will turn it back to the 
Chairman at this time. 

Mr. Kestnbaum. Thank you, Governor. May I call on Governor 
Shivers to give you some of his views on the subject of this Commission. 

Governor Shivers. Mr. Chairman, and gentlemen, my experience gen- 
erally in government with study committees hasn’t been too satisfactory. 
I have seen too many large documents compiled after weeks and months 
and sometimes years of study, to be read by no one, and no further attention 
paid to it except to pay the bills that were encountered during the study. 
I think this particular Commission has been fortunate in securing a very able 
staff; and a number of what we call “impact studies” are under way, and I 
am hopeful that they will produce not only some fine conclusions, but 
some effective results through the Congress. 

We can’t fool ourselves into thinking that there aren’t a great many 
people — I hope not a majority — in this country who think that the Federal 
Government ought to grow larger and the States smaller, rather than the 
reverse of that, as I believe — or that we are not going to meet solid opposi- 
tion in trying to do some of the things that we as a Governors’ Conference 
have been most interested in. And the gasoline tax structure is a good 
example of that. 

I think on the whole we must recognize that these services grew up, at 
least in some respect, because the people demanded services; and the States, 
to a large extent, refused to answer that call, and maybe refused to meet 
the burden of convincing the people that the services were not needed. 
And the Congress did meet it by furnishing more money. It is going to be 
most difficult to persuade any Member of Congress, that his patronage 
distribution of money isn’t a wise thing, because he gets to announce it 
from his office when a Federal bureau authorizes expenditure of additional 
funds in his particular district. And those people who yell loudest — at 
least, in my State— about increasing Federal bureaucracy and taxation and 
waste of money, are some of the first to come to Washington and to Austin 
in Texas, of course, for further expenditures for their very worthwhile 
projects. It gets down, of course, to be the case of the ox ownership. 

I think there is a field of decision that we can reach and probably persuade 
the Congress — I hope anyway — in delineating the types of services that 
ought to be State services, State functions, those which should be in the 
realm of the Federal Government, or possibly some that should be in the 
realm of cooperation between the two. I am not too hopeful, frankly, about 
re tu mint! a lot of the powers from the Federal Government to the States. 


signs will be hung on the statehousfc doors that this is an agency of the 
Federal Government. If we can just stop that trend or slow it down, we 
will have accomplished, in my opinion, something worthwhile. Certainly, 
we cannot expect a lot of these services to be discontinued or d im inished 
unless the States are willing to assume their share of the burdens and respon- 
sibilities in return. To cite an example which Governor Thornton men- 
tioned briefly, another field of opposition, in addition to that of Congress 
itself, and to many of the boards and bureaus that we run into-^the Com- 
mission really grew out of the Governors’ Conference, the creation of the 
Driscoll Committee at the Governors’ Conference in Houston some years 
ago — with the principal reference to trying to get the Federal Government 
out of the gasoline tax field, in line with a criticism that the Federal Gov- 
ernment was profiting by that — in more polite terms, meaning a good por- 
tion of the gasoline taxes which we in the States refer to as “road user*’ 
taxes were going into the general fund of the Federal Government and not 
going into road funds. I hesitate to give all the credit for this to the Bureau 
of Public Roads or to anyone in the Federal Government I think we have, 
as we have seen it on a State level, lobbying organizations which were 
interested in bigger road programs all over the United States, particularly 
the American Association of Highway Officials, American Automobile Asso- 
ciation, American Road Builders Association, and allied groups, many of 
whom, or most of whom, have appeared before the congressional committees 
considering this, who saw that possibly something was going to be done 
about getting the Federal Government out of the gasoline tax field and have 
that returned to the States, so they have now, in the bill that this Congress 
has passed, answered that by appropriating practically all of the revenue 
from the gasoline tax back to the States. 

But I cite you this example as far as Texas is concerned in that. Although 
they say they are going to give us a lot more money for road purposes in 
Texas, the net result is that the way in which they give - it, under this legis- 
lation, will force the State of Texas to raise its own gasoline taxes in addition 
to the amount of money that has been added to the so-called grant. And 
that is because of the fact that this money requires a 50-percent matching on 
certain types of roads. On the other hand, if they had followed a program 
that we have passed on many occasions in this Governors’ Conference and 
returned that tax field to the States, using the State of Texas again as an 
example, we could have sufficed, and I think received more dollar benefit 
from our general road program on the 2 cents they are now levying, instead 
of using the 2 cents they are now levying, plus the additional cent we will 
have to levy on the local level. So again, the viciousness of a grant-in-aid 
that forces a local government to increase its own tax burden and therefore 
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expends, spent for value received, if we could stop the trend of at least Commission will have served a most useful purpose, 
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I should like to say to the governors assembled here that your representa- 
tives on the Commission, governors, are men who have very definite ideas 
and considerable determination, and I doubt that the findings of the Com- 
mission will be such as they would not find satisfactory. 

We have asked the Under Secretary of the Treasury, Marion Folsom, to 
present some notion of what is involved in this whole grants-in-aid program, 
because reference has already been made to the relationship between the 
grants and the responsibility that goes with them. I can’t imagine an abler 
man to do that than Under Secretary Marion Folsom. 

Mr. Folsom. Gentlemen, this question of grants-in-aid is tied in very 
closely with the budget problems of both the States and the Federal Govern- 
ment. I will not discuss the Federal budget and the tax problems because 
you are having the Secretary of the Treasury, Mr. Humphrey, in the morn- 
ing and also the Budget Director, and they will discuss the overall budget 
situation. But I would want to say though that we are getting our financial 
house in better order. We reduced the deficit from about $9.4 billion last 
year to around $3 billion this year. Expenditures have been cut $7 billion 
this year, compared to the projected budget of the previous administration, 
and another $5 billion cut is planned for next year. And we have passed 
on in tax cuts practically all the reductions which have been made in ex- 
penditures. The tax revision bill which is now before the Senate Finance 
Committee, if it is passed, will mean a total reduction this year of $7.4 bil- 
lion in taxes, the greatest dollar reduction in taxes which has ever taken 
place in the history of the country. That includes a reduction of $1 billion 
in excise taxes, a field in which you people are interested. The governors 
from time to time have recommended the Federal Government should get 
out of this field and reduce or remove such taxes as admission taxes, excise 
taxes at the retail level and telephone taxes. Most of them are coming 
down from 20 to 25 percent or 15 percent to a 10-percent level. But we 
are losing a billion dollars in those taxes and we haven’t given up any func- 
tions so that means just a loss of a billion dollars to us and an in crease in 
our deficit by that amount. 

Now, this whole question of grants-in-aid, of course, gets into probably 
the most important part of the work of this Commission. Practically all 
the functions which the Federal Government has taken over are tied in with 
the grant-in-aid programs. 

This year the total cost to the Federal Government of these grant-in-aid 
programs is about $2.9 billion, almost $3 billion While it represents only 
about 4 or 5 percent of our total expenditures, if you leave out the national 
security expenditures and interest on the public dept, these items amount to 
17 percent of our total Federal budget. These Federal aid programs 
amount to about i i oerrent ot ail the State ?nd .local tax revenues T^'s 
program, as you know, has grown very rapidly in recent years. Twenty- 
five years ago the total amount of the Federal grants to States was under 
S200 million. Now, it has gone up to For Release 2003/07/29 : 
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•All 1 of us on the Commission agree that it is time to make an objective 
appraisal of this whole system — just as we have done in our tax system. 
We have been studying for 15 months in the Treasury and the congressional 
staff our whole tax system, and we are revising it,: bringing, it up to date. 
We have an 875-page bill pending in the Senate Finance Committee. We 
find quite a feiw taxes have gone up over the years, without any, one being 
blamed; but there had been no overall study of our Federal tax system in 
over 50 years. We think it is high time to have a somewhat objective, 
thorough appraisal of this whole grant-in-aid program to see what should 
be done with it; to find out, first, whether the functions are really necessary; 
if they are necessary, what level of government can perform those functions 
best; and, assuming we must continue some grant-in-aid program, what is 
the best type formula we can work out to do it on a fair basis to the States, 
the local governments, and the Federal Government combined. That is 
the objective. It is a very difficult problem, as you know. 

If you look at an analysis of the grants-in-aid, you will find that the bulk 
is in public assistance and highways. This year out of' about $3 billion, 
about $1.4 billion is in the form of public assistance. This year the appro- 
priation for highways is $575 million, and next year it will be almost $1 bil- 
lion. So those two items this year amount to about two-thirds of the total, 
and next year it will be a higher percentage — 70 or 75 percent. Beyond 
those, we have a long list of items — Federal aid to schools, construction in 
areas affected by Federal projects. Unemployment services is next on the 
list. Then comes the school lunch program, hospital construction, and so 
on right down the list. 

We are hoping, with our impact studies, which are being made in a half 
dozen States, to see the impact of these various programs on the different 
States. We are also having a committee look into the overall impact of the 
grant-in-aid program, and a study to try to find out the defects in the current 
system and what should be done about it. Of course, as you know, the pres- 
ent system forces States quite often to do things that they don’t want to do. 
They might prefer to do other things than those particular things covered 
by grants but they can’t let the opportunity go by of getting this money. 
You don’t have the latitude you should have within each program or as 
between programs. It may be that you would like to use your revenue for 
something not in the grant-in-aid program, but you can’t afford to pass 
this aid by. Thus, expenditures for other desirable functions are sometimes 
discouraged. 

Those are a few of the items to consider if we are to get the system on 
a better basis. And if some functions are shifted back from the Federal 
Government to the States. It is going to be extremely difficult to shift our 
functions and taxes at the same time and in the same ratio. As far as wc 
are concerned in the Treasury, of course, before we give up any tax revenue, 
we want to be sure we are going to give up expenditures too, because our 
-RDP8Qfi0|^7£R9fldrD^D@33t001€i^3 tight, primarily, of course, because of the 


Cl^ 


CIA 


25 



Approved For Release 2003/07/29 : 

heavy expenditure on national security. National security expenditures 
take 70 percent of our total budget. As long as national security expendi- 
tures are high, we must have, of course, high taxes, and it is going to be 
extremely difficult for us to keep the budget in balance, which means we 
just hate to give up any revenue source. Probably the only way we can 
meet this problem is, if we decide certain functions ought to be turned back 
to the States, to reduce expenditures and taxes at the same time. And if 
it is done gradually over a period of years we can probably reach the desired 
goal. 

We have just had an anlysis made for the Commission looking at all the 
grants-in-aid and taking also the taxes which many people say should 
go back to the States. If we should turn back all these grants, assuming 
everyone were turned back to the States, and we released at the same time 
an equal amount of taxes in the fields of excise taxes, inheritance taxes, 
and things of that sort, we would find quite a disparity among individual 
States. There are 14 States that would gain quite a little revenue if they 
levied the same taxes which we are now levying and they performed the 
same functions which we are now doing through grants-in-aid. Fourteen 
States would gain in revenue up to 100 percent. One State would actually 
gain twice as much on this basis. On the other hand, 34 States would 
lose out on it, the loss ranging from 1 percent to over 60 percent. You 
are going to find that opinion of the States will vary considerably with the 
effect on their particular revenue situation. Of course, this is due to the 
formulas, because the grants-in-aid are often based in part on per capita 
income. And some States get a better break than those with higher per 
capita incomes. So it is not going to be an easy job by any means, assuming 
that something ought to be done about turning these things back. We have 
already completed in the Treasury — I think it is the best one ever made — a 
study of the subject of overlapping taxes in the United States. It is quite a 
big document and it will be distributed to all governors. You will find 
it a very interesting document, showing how the taxes have grown in the 
Federal Government, and also the States, and where the area of over- 
lapping is. We also have a committee that is active in the field of payments 
in lieu of taxes, which, of course, is quite a problem in many communities, 
especially those which have been having a number of defense plants and 
things of that sort constructed in recent years. We have had meetings of 
the committee already. We are making very good progress, and I think 
we will come out with some recommendations very soon in that particular 
committee. 

Now, to sum it up, our Federal budget situation is such today that we 
can't give up taxes without also giving up functions, and, as I said before, 
we have already lost a billion doiiais in taxes in a field winch vou people 

would like to get into, which you are already in, and yet we haven’t given 
up any functions. At the same time, we at the Treasury are approaching 
this subject quite objectively. These pr(A|i|DiSCi\eatl Feon Radsalsfe>i2flQ3/0 7/29 : 
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years, the question of overlapping tayes, the taxes and payments in lieu of 
taxes, and the whole grant-in-aid question. And there is a wealth of 
material available right here in the Treasury Department and Health, Edu- 
cation, and Welfare Department. It is mainly a question of bringing it all 
together and thrashing it out and seeing if we can come up with some 
objective constructive recommendations. I am quite sure that everyone 
on the Commission is approaching this objectively, and I think you will 
all be pleased when we finally come out with- our recommendations. 

Mr. Kestnbaum. Thank you, Mr. Folsom. It is evident from even a 
cursory examination of these projects that it is extremely difficult to make 
generalizations about as many programs as are now identified with the 
grants-in-aid program. And some of the observations that are applicable 
to one program are by no means applicable to another, and this will perhaps 
become evident on such an important matter as civil defense, which Gov- 
ernor Peterson is going to discuss at the present time, because here I think 
you find the role of the Federal Government quite different from that which 
is suggested in problems like highways and other forms of assistance. I 
know you will be very much interested in what Governor Peterson has to 
say on this whole area of civil defense. 

Governor Peterson. Gentlemen, I have had the feeling in connection 
with this Co mmissi on that if it actually does its job; that is, if it gets right 
down on the wrestling mat, that this could be the most important govern- 
mental Commission to meet in America since the Constitutional Conven- 
tion in 1787. Now I don’t know whether we are going to get down, there 
or not. There are some indications we are, and I have a feeling that under 
the leadership of our Chairman, we are going to make rapid progress in the 
months that lie ahead. We have from now until next March to complete 
our work, which is not a very long time on a subject of this complexity. 

When we first met, I had thought that the way we should go at this 
problem — this may reflect some academic background on my part was to 
take the Constitution of the United States and see how it had divided the 
powers of government between the National Government on the one hand 
and the State and local governments on the other hand. Then we could 
determine all the departures that had been made from the constitutional 
pattern. In the first instance, of course, these departures came in decisions 
by the Supreme Court, under the leadership of John Marshall. 'Hiese 
established certain implied powers for the Federal Government, which I 
a^Kiimp, were necessary but which nevertheless, were departures from the 
pattern established in 1787. Then, I thought, we would follow right on 
through the development of the history of this country, principally the legal 
history, down to the point where the grant-in-aid was invented. Then we 
could determine in what area* and in what fields the Federal Government, 
by the employment of money, and money alone, had entered spheres of 
activity where it had no authority, as set forth in the Constitution itself. 
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the Federal Government, largely because of the development of our count) 

the rapidity of communication and transportation, and the very szze^Ti 
certain institutions which have developed in America during the conne ct ’ 
its history. Having done that, I suggested we try to determine where tlr 
powers which have accrued to the Federal Government seem to be ia 
best interests of America— and reasonably constitutional, if not comj&idN 
so. We then can make recommendations to the Congress, to the PrcsHotf^ 
and to the. American people; recommendations based strictly upon ear 
thinking and without respect to politics or without respect to expediency 
in any degree. * 

It had also been my feeling that our recommendations would call upoa 
the Congress and the American people to face the consideration of the 
return of some of these powers to the States and to the local government*. 

In any event, if we did not want to return the powers to the States and * 
localities after the people had faced the issue squarely, we could end thfe J 
periodic debate about State’s rights and other problems that take up 
in governor s conferences and in political campaigns. At least, we cooM 
clear the air. Tj 

Now, when we met, immediately, the Commission started to doom 
whether that was the right approach or whether we should turn around and 
make the other approach where we would take a specific problem, such m 
highways, maybe, or the possibility of Federal aid to education, such as the 
Taft bill, or any of 100 other specific problems. After considering and 
studying those problems, and in coming to conclusions, we could attempt 
to generalize as to what should be the functions of government. 

Now, it doesn’t make much difference, really, which way you go. A* a 
matter of fact, the Commission concluded to. go both ways, and so presently 
there is one study force in our Commission headed by a gentleman from 
New York by the name of Appley. Professor Anderson of the Univenrt? 
of Minnesota is doing a lot of work with this group which is studying the 
traditional and constitutional history of the United States, following the 
course that I had had in mind. Then we have all of these task force impact 
study groups which are presently in four states studying the impact of the 
Federal grants-in-aid policies and programs upon the State government! 
and local governments. 

Now, when we get to considering either the specific reports or the report 
to be made by the Appley committee, the fun is going to start, because wc 
have on our Commission a pretty well-balanced group. With Governor 
Shivers and Governor Thornton, who are fine, stem men of high integrity, 
we also have some pretty stem characters of the type of our friend the 
Senator from Minnesota. Hubert Humphrey, who feels that the States haw 
done a pretty poor job in the Ameriran Government, and that the 
have had to limp along in spite o i the States, and who reme^^d* 
municipal approach and the National Government approach. He reprtv 
sents it with a good deal of skill, too, : Cli 
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I representing other viewpoints on the Commission. ^And if we axe 
r getting down to brass tacks — and that will be the point when we start 
g and debating — this Commission may make newspaper headlines in 
i Other ways than it did with retirements and fulfillments of vacancies 
band that sort of thing. : - 

-Now, I was asked to speak specifically on this program about a study that 
Jr Governor A1 Driscoll has been heading. Governor Driscoll Has been study- 
^ fag the problem of how to handle disaster relief in the United States. Civil 
t-i Defense is involved because by Presidential Executive order it has been 
svSDade responsible for coordinating the agencies of the Federal Government 
in the relief of natural disasters. This is a reasonably new field of endeavor 
on the part of the National Government. It hasn’t been so many years that 
it h as been considered proper for the National Government to help in the 
tefief of natural disasters. In one area the Government has always helped — 
tfff is, if a flood or tornado or earthquake or fire hits a State, the Federal 
Government, made up of good neighbors, headed by humanitarian men, has 
•Krays tried to extend a helping hand. So whenever you have trouble of 
any kind in your State, jeopardizing life and property, immediately, the 
Anny, the Navy, the Air Force, the Marines, the Corps of Engineers, the 
Bureau of Reclamation or the Department of Agriculture move in immedi- 
ately. That is the policy today, and so far as I know, it has always been the 
policy. The Government instrumentalities want to help the people, and 
that is what Government instrumentalities exist for. 

Now, that applies when a disaster is right in being or the threat is existing. 
When we get out of that phase of a disaster, we get into the period of clean- 
ing up the debris and wreckage and the mud arid the muck. Then we get 
into the area of restoration of public services. ' Under Public’ Law 875, 
which the President has directed the Federal Civil Defense Administration 
to adminis ter, we then come into play. 

The law provides that whenever the governor of a State feels he has a 
di sast er on his hands beyond the abilities of the State to meet, he is required 
to certify to the President that such is the case. He must certify that his 
State has made a reasonable effort' to meet the disaster. The 'law is not 
specific as to what a reasonable effort is. And that sometimes puts the 
President and this agency in a rather : difficult position. I think tiie law 
was made broad and loose on purpose, of course. Nevertheless, if you are 
the President of the United States, and the governor of a sovereign State 
wires you that he has a disaster beyond his ability to handle, and you know 
from newspaper accounts and other accounts that people are actually dying 
in the floodwaters or have died as a result of a tornado, you are not very 
much inclined, and you are not In a very good position, to be cheap or 
niggardly or to be tight or to debate with the governor whether his State 
factually Las done anything very effective or not. The climate in this coun- 
try being what it has in recent years, there are tremendous pressures upon 
5 even before the State has done very much, 
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on Capitol Hill are pointing out to the people of the State that all he has 
to do is ask for it and the money is available, and that after all, since they 
are putting some of this money in, they ought to get it back. We get into 
all kinds of criss-crosses and currents coming from different directions. 
Obviously, any President wants to do the thing that is right and decent and 
honorable and humanitarian at a time of need. 

Now, many of the governors, including the present Executive Committee 
of the Governors’ Conference, have indicated that there should be some 
better way of handling this problem. They have indicated, as I think all 
governors have, without exception, that ;the States actually should do some- 
thing in meeting these crises. They agree the first thing that should not 
be done is to rush to Washington to call for help, but, rather, to extend a 
little self-help in the State. 

Now, how are we going to go about that? What is a fair amount for a 
State to do in an emergency? Should a State take the attitude that it will 
never call on the Federal Government? Well, that would seem to me 
unreasonable. I flew over San Francisco the other day, studying how the 
people could get out of there in the event of an atomic bombing. With 
those 800,000 people on a little peninsula, should you have another earth- 
quake as you had earlier in your history, Governor Knight, you might have 
a disaster so big that the State of California, mighty as it is, couldn’t handle 
it. Certainly all the United States would want to help in a catastrophe of 
that kind. 

So Governor Driscoll — and you all know pretty well his philosophy and 
his approach to these problems — working with people in my agency and 
others in the government, has come up with some proposals. In effect, 
those proposals recommend that Public Law 875 be amended to provide 
that when the governor of a State calls on the President of the United States 
for help, the governor knows at that moment his State will have to put X 
number of dollars into the enterprise, itself. In other words, the State will 
be a partner in this business of meeting disaster. 

Now, how are you going to do that fairly, so that every State is handled 
properly in relation to every other State? Well, without getting into too 
much detail here, we have proposed an amendment for Governor Driscoll’s 
consideration. We have suggested that the law be amended to provide 
that each State participate in disaster relief on the basis of the apportion- 
ment of money made under the Hill-Burton Act. We can’t find anything 
that seems fairer than that. Now. that is on a basis of per capita income 
which reflects the population of the State, and the income of the State from 
every possible source. If the Congress looked upon that approach with 
favor and of course, the Budget Bureau and die President, too, looked 
upon it with favor, the contribution* of the State would vara from a low of 
35 percent, as I recall, in one State to a high of 65 percent in another State. 

That second State is yours, Governor Dewey. 
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I A - R D P ^5^01^7 6^^^ ^ c t formula is a sound one— and I don’t 

believe anyone would be inclined to contest that since it is pretty generally 
accepted oyer the United States— then if the Governor.: pf. New York gets 
a situation he feels would justify his calling upon thp President for help, he 
would know right away that he would be placing into the: fund that- per- 
centage of the total cost of the relief operation.. ; In that way the States 
could, feel that they were full-fledged partners in this thing. It ; seems to 
me we would have a little higher degree of,se|f^pecJ ; ^;^c r ^t have 
had on the basis of some requests that have been made in die past. I must 
say to you in all candor, that there seems to have been a temptation on the 
part of most governors to grab the telegraph blank and wire the President 
before they start thinking about what they can do themselves. This would 
seem to me to be a reversal of the right attitude, at least from my viewpoint, 
on the part of a governor of a State. 

Now, there is an escape clause in this proposal we are making to Governor 
Driscoll and his subcommittee, who will make to the full committee, which 
in turn will refer it to the President and the Congress and the people. The 
escape clause simply provides that if in the President s judgment; a catas- 
trophe is just so tremendous, that help needs to be extended immediately 
and without reference to this formula, why, of course, the entire Nation 
would want the President to extend that help. I assume a catastrophe such 
as I was suggesting might, Heaven forbid, befall San Francisco again would 
be an example of that. 

I think I speak correctly, do I not, Governor Thornton, when I say the 
executive committee has gone along with his philosophy?— and so far as I 
know, many of the governors have. At any rate, this will not be adopted 
until it has been fought out in the Commission and, of course, later on in 
the Congress. 

I am glad to report to you on this one example of the work that this 
Commission is attacking at the present time. Thank you very much. 

Mr.Kestnbaum. We have one more presentation. 

In order that you may have some idea of the research work that is being 
carried on by the Commission — and it is extensive and very capably han- 
dled— I am going to call on Mrs. Leopold to give you some idea of what is 
going on. 

Mrs. Leopold. In spite of the fact that I know you gentlemen think no 
woman ever lacks for words, I have something that I am going to entertain 
you with for about 5 minutes, which is really giving you the cast of char- 
acters of the Commission, if you choose to call it that, the personnel of the 
Commission and the committees and actually what the Commission is 
accomplishing in its projects and its committee work. 

First, I would like to tell you just a little about the personnel We have 
two of the important member* with us now Our staff numoers 38. anci me 
Executive Director of the staff is Dudley White, who sits over here on my 
right, and the Research Director. Mr. White comes from Ohio and I 
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know is well-known to some of you. ' Our Research Director is Dr. George 
Benson over on my left, who comes from 

There are two others I believe I should mention — William B. Prendergast 
from Maryland, an assistant to Dr. Benson; and Thomas Graves from Con- 
necticut, the Liaison Director. 

The Commission has been doing a great deal of work, and so I hope what 
I can tell you will help you answer the question, what have they been doing, 
what specifically is on the books. 

The sources of information that they have been bringing into the office 
have been from the Library of Congress, analysis of present activities of the 
Federal Government in every important level of government, analysis of 
the major activities on the State and the local levels ; from the Department 
of Treasury voluminous studies of overlapping taxes have been brought in; 
from the Bureau of the Budget, studies of the major issues raised by the 
grants-in-aid; studies in the field of Health, Education, and Welfare; Labor; 
Civil Defense; and the Department of Commerce. There have been contri- 
butions made by all the Federal agencies involved in the Federal-State 
relationship. 

There has been a great deal of original research under the direction of 
Dr. Benson in the analysis of present systems of Federal aid, with partic- 
ular attention to possible methods of equalization, which I am sure you 
have studied far more than we. 

Administrative cost involved in Federal aid programs has been given 
some initial research, and the degree and character of Federal controls 
proper on financial aid to States and localities. 

Principles for allocating functions have been studied. 

The reallocation of sources of revenue between the State and the Federal 
Government have been studied. 

A collection and analysis of data for each functional field in which the 
Commission is authorized to study is in progress. Each committee will 
have on it one member of the central staff, a specialist from the committee’s 
area of study. 

We have another area of study which we call our State Impact Studies. 
You have heard them mentioned briefly by some of the previous speakers. 
The purpose of the State Impact Studies is to determine the political, 
administrative, and fiscal effects at the State and local level of the existing 
system of Federal aid. I know from reading some of the reports that in the 
States I am going to mention the governors have been extremely cooper- 
ative and are helping these studies go forward. The States now having 
these studies are Connecticut. Kansas, Michigan, Mississippi, South Caro- 
lina, Washington, and Wyoming. In addition to these seven States, similar 
studies on a limited scale are going on in California, New York, and Penn- 
sylvania The results of these independent studies will be made available 
to the Commission These studies are conducted by teams of from three to 
eight men in each State. They spent the first 45 days on the studies, then 


i 80 man-days m eacn state on tne average. «-**&“* — 

f: CIA-lj$QHMB0lJ6ffi6M^ are due in some instances May 20 

» and in others June 1— those are for South Carolina and Connecticut. . 

There has been an interesting development which we in the Commission 
have watched and felt was going to be extremely helpful, and that is that 
21 States now have official State commissions on intergovernmental rela- 
tions; 20 States have unofficial commissions of civic r minded citizens. We 
have* found that die method used by the States to create- their own inter- 
j governmental relations commission are in three areas : (1 ) Eitl^C appoint- 

ment by the executive, (2) by mandate of the legislature, or (3) in some 
instances, by the turning over of the functions of intergovernmental rela- 
tions studies to an existing . commission. These three areas I mention be- 
cause we feel that to carry on a study into the State and local level is as 
important as the work we are doing on the Federal and the State level. 

We have other functional committees whose purpose is to survey the 
Federal-State relationship in given fields of government activity. These 
) would be comparable to the Hoover task forces, and the Commission has 

authorized 14 such committees: 

Natural Disasters— and you have heard about that from Governor 
Peterson. Governor Driscoll, as he said, is the chairman of that committee. 

A committee on local self-government in the Federal system; on highways; 
on unemployment compensation and employment offices; public health; 
welfare; education; housing and community development; agriculture; 
natural resource development ; aviation ; veterans ; financial aspects of reallo- 
cation; and payments in lieu of taxes and shared revenues. 

The Highway Committee and the Natural Disaster Committee have sub- 
mitted reports to the Commission. The Unemployment Compensation 
Co mmi ttee is undergoing reorganization. The Committee on Payment in 
Lieu of Taxes and Shared Revenue is now at work. They have already 
had one meeting. The Committee on Local Self-Government is being 
formed and is ready to go to work. At the last meeting of the Commission, 
which was held yesterday, it was decided to give priority to the study on the 
committee toward studying the responsibilities of the Federal Government 
toward education. We did this for a variety of reasons, one of which is 
that there is a great deal of material already available on that subject. 

If I may make one personal comment in closing, I would like to say that 
we in the Commission who have served or attempted to serve since the very 
beginning feel extremely gratified that Mr. Kestnbaum is going to be the 
new Chairman. I can assure you gentlemen that the new Chairman will 
have the complete cooperation and interest and support of all the members 
of the Commission; and 1 feel that with the possibility of certain areas of 
compromise, we may be able, in another year, to report to you that we have 
had a degree of success. 

Thank you. 
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Remarks of Mrs. Oveta Gulp Hobby, 
Secretary of the Department of Health, 
Education, and Welfare, and Associates 


the relations a matter of constant study. 1 A )-/ 

The grant-in-aid formulas in the Department of Health, Education, and 
Welfare, of which there are 21, constitute the heart of the Federal-State 
relationship as far as this Department is concerned. These 21 grant-in-aid 
programs have been under intensive study during the past year at the 
Secretary’s direction. She set up a series of task forces to review them. 
Her objectives in setting those up was to remove causes of friction between 
the Federal Government and the States, to find ways of simplifying the rela- 


Govemor Stassen and members of the Governors’ Conference, I am very 
much indebted to you for your kind invitation to attend this meeting and 
to discuss certain vital matters of mutual concern. In particular, I should 
like to talk first about certain aspects of Federal grants-in-aid to the States 
and then about the very serious shortages in education which exist in many 
areas of the Nation. 

Our mutual objective, the improvement of the health, education, and 
welfare of the people, calls for an effective partnership, one that achieves 
a wise distribution of effort, so that each function of government will be 
administered by that level which can do the best. 

Working with that principle in mind, and with the objectives of economy 
and efficiency in mind as well, the Department during this past year has 
reexamined its 21 grant-in-aid programs. 

It became apparent in this examination that the number, variety, and 
complexity of the existing authorizations and regulations were obstacles to 
effective administration, particularly State and local administration. 
Moreover, the pattern and the structure of the grants did not permit the 
flexibility needed to meet the problems in the 48 States in the best possible 
way. 

In order to meet these shortcomings and to realize two important goals— 
namely, to help make available in each State the public services which are 
essential to our national well being, and, to assist the States and localities 
in accordance with their own plans to improve and extend their services — 
the administration has recommended a new three-part grant structure : 

First, support grants to assist the States in meeting the costs of maintaining 
basic services; 

Second, extension and improvement grants to assist the States in meeting 
the cost of adding to and improving their services; 

Third, special project grants to assist States, localities, and nonprofit 
organizations and agencies in meeting special problems or in carrying out 
special projects or research which hold unusual promise, 

I would like new to introduce Mr. Nelson Rockefeller, Under Secretary 
ot the Department, who will explain the three part grant-in-aid structure 
in further detail. Mr. Rockefeller. 


tionships, to find ways of giving greater authority and flexibility to the States 
in the administration of the programs, and greater self-determination in 
coming to the conclusion as to what the needs were in the States themselves. 

Now, briefly, a quick summary of the 21 programs that are under the 
direction of the Secretary. In Public Health, there are General Health 
Grants, Tuberculosis, Venereal Disease, Mental Health, Cancer Control, 
Heart Disease Control, and Hospital Construction. In the Children’s 
Bureau, three: Crippled Children, Maternal and Child Health, and Child 
Welfare. In the Office of Vocational Rehabilitation there is only one 
grant-in-aid program; in the Office of Education, there are 1 six: Agricul- 
tural Education, Distributive Education, Trades and Industry, Home Eco- 
nomics, the Land Grant Colleges programs, and the School Assistance to 
Federally Affected Areas. In Public Assistance, there are four grant-in-aid 
programs: Old Age Assistance, Aid to Dependent Children, Aid to the 
Blind, and Aid to Disabled— Permanently and Totally Disabled. 

Now turning to the charts on this side of the first one is indicated the 
Federal share of these programs. The white indicates State and local 
contributions and the dotted lino indicates the required matching of 
Federal funds. You match that much Federal money with that much 
State and local money. Anything beyond the dotted line represents over- 
matching by the State and local governments. 

There is a $250 million scale for the first group of grant-in-aid programs; 
and in the Public Assistance field, where the figures run much higher the 
scale goes up to $1.6 billion. These figures are for 1952. 

These are the programs the Secretary reviewed and for which she has 
made recommendations. The task forces reviewed the legislative history, 
the programs themselves, and the operations for all 21 of these grant-in-aid 
programs. 

Now, the studies revealed, first, that there is a very wide divergency 
and complexity in the formulas themselves used for the allocation of the 
funds to the States that are granted by the Congress annually under the 
appropriations for these 21 programs. It further revealed that the present 
formulas cause great rigidity in these programs which has had an adverse 
effect in adapting to local needs in many of the States;- M 
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However, despite these complexities ^ 

programs, a very interesting fact that is e^y&it MrtMt is ffiatfi’orn tKe ^ 

very beginning when these programs were first started in 1862 with the 
Land Grant College Act, Congress has had certain basic objectives in 
mind and they appear in different form in nearly all the grant-in-aid 
legislation. 

These we have summarized and here [indicating] you have what seem to 
be the congressional objectives appearing throughout those 21 programs. 

The objectives are as follows: First, to provide basic program support to 
the States according to their financial need; secondly, to assist the States 
in improving and extending services to the people; and third, encouraging 
research and development of new techniques. This last appears more in 
the recent formulas than it did in the early ones. 

Now, on the basis of these three objectives, the Secretary developed a 
new three-part grant-in-aid formula, which the administration has recom- 
mended to the Congress for 14 of the grant-in-aid programs. The funds 
for each of these 14 programs would be divided between support grants 
allocated on the basis of financial need, extension and improvement grants 
allocated on the basis of population, and special projects grants allocated 
on the basis of unusual problems and opportunities. The bulk of the funds 
appropriated in each program would be in the support grant area. 

With this formula, it is felt that greater flexibility, greater simplicity of 
operation, and greater State determination of need can be achieved. 

I would like to go into the three parts of the formula and describe briefly 
the objectives of the program and how the funds would be allocated. 

First, let’s take the support grants, which represents the major portion of 
the total grant in each case. The allotment formula for the division of 
these support funds between the States would be on the basis of the formula 
developed by the Congress for Hospital Survey and Construction Act. I 
think most of you are familiar with that because it has been in existence 
for 6 or 7 years now. It has been very successful judging from the reactions 
received from the States as well as from the Federal groups who are con- 
nected with this program. It represents an equalization formula which 
seems to have struck a balance which is generally accepted by all of the 
States who fall in the different income categories. 

Now let’s go to the second formula, the formula for the allocation of 
extension and improvement. A small portion of the funds would be avail- 
able for this in each one of these programs. These funds would be allotted 
on the basis of population. To give you just an illustration, about 25 per- 
cent of the people in this country live in counties which have no full-time 
public health offices. What we have in mind there, is that the funds from 
this money could be used to extend public health programs into those areas 
The Federal Government would provide 75 percent of the funds for the first 
V years j using 2 years because ot biannual legislative meetings which 
many of you have, and the States would provide 25 percent. The third and 


Federal Government will provide SU percent ana me ouuw 
percent' years, 25 percent from the Federal 

Government and 75 percent from the State and local communities. Aft^r 
that, these programs would become a part of the regular prograni o w 
the Federal Government contributes through the support grants. 

I should mention there that the determination as to what program shoul 
be extended and improved would be worked out by the States and drawn up 

in the form of a State plan. Then when that had been approved, the funds 

would be available. As the Federal participation m these nds 

reduced in the third and fourth years by one-third those Federa * f ^ 
would be available for a new State plan, to extend and improve addibomd 
programs. These extensive and improvement grants would give them an 
extra lift to get the programs started. If they then proved succ^fuh rite 
public would naturally be more inclined to give them support, and thus the 
necessary local appropriation could be obtained more easily from county 
and State bodies As funds from the Federal Government axe reduced to 
specific projects, they would then become available for new projects to 
determined by the State, thus giving continued special emphasis to exten- 
sion and improvement of services to the people on a population basis. 

Now, coming to the last part of the formula, special projects grants, you 
have here a small proportion of the money which would be allocated specud 
projects of unusual promise, isolated problems of national concm. or severe 
problems in specific geographic areas. These spec^ P r _ 0 Jy 
cover research or experimental programs going oh m private hospitals or in 
State or local groups throughout the country which might have major 
significance to tfe Nation as a whole. The Federal “ 

this manner give assistance to a particular program wi e pp 
the State with which this encouragement, might develop some new 
niques which would save money and better serve aU tte people. 

It also would be available to assist in meetmg speend problems of^honal 
concern or regional concern such as the regional problems of health protec- 
tion caused by atomic energy operations in the area. — • 

Then to it would also be available in connection with severe problems in 
specific geographic areas, as in a severe outbreak- of some kind of djseare. 
It would permit the Federal Government to move m and pve financial help. 

Thus, you have for the fourteen programs, this new three-part grant; 1 
aid formula that has been recommended to Congress by the adnumstraUon. 
Bills covering all those programs are now under consideration in the Ho 

ymri Senate. L . 

T think that if this program were adopted, the result woul e to give 
the States greater flexibility in the operation, and greater control over 
administration of their own programs, and also, very unportantly. mcr 

opportunity for self-determination as to what their own State needs ar . 
Secretary Hobby, ±now. i biiuuia W, — — * 

tional shortages in America. 
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There is no area of State-Federal relations' more significant. We must 
preserve and strengthen the tradition ^ mmSfk 7/2< 9 : 

local control of the educational processes, and at the same time seek to 
identify the most effective means whereby the national interest and the 
responsibilities in education can be preserved. 

Our national security and well-being depend in large measure on the 
education of Americans to fulfill their responsibilities in a free society. 
President Washington recognized this need when he wrote: “The mass of 
citizens in these United States mean well and I firmly believe that they will 
always act well whenever they can obtain a right understanding of matters. 

But it is not easy to accomplish this when the inventors and abettors of 
pernicious measures are infinitely more industrious in disseminating their 
poison than the well-disposed heart of the community to furnish the 
antidote.” 

These comments are especially fitting under today’s world conditions. 

They highlight the need to provide the best possible education for each 
and every American. 

President Eisenhower referred to our present needs in his State of the 
Union message when he said: “Youth, our greatest resource, is being 
seriously neglected in this vital respect.” The Nation as a whole is not 
preparing teachers or building schools fast enough to keep up with the 
increase in our population. 

The States and local communities have made and are making heartening 
efforts to provide better education. These efforts have developed in large 
part because of a tremendous citizen interest in education as evidenced by 
the growth in parent-teacher membership and the formation of many new 
Citizen Advisory Committees. Such groups are active and articulate pro- 
ponents for better educational opportunities. They are pressing the Federal 
Government for action. We Believe that precipitant Federal action is not 
in the best interest of education. 

In studying the long-range need for effective educational relations with 
the States, the administration has made three proposals. We believe tha t 
they constitute a sound approach toward a solution of our problems in 
education. 

One of these would establish a National Advisory Committee on Educa- 
tion in order to secure the advice and counsel of outstanding laymen on 
educational problems of national significance. 

A second proposal would authorize cooperative research programs on a 
matching-fund basis between the Office of Education and such groups as 
State departments of education, colleges, universities, and school syctomc 
The third proposal would provide for State and White House conferences 
on education, which President Eisenhower called for in his state of the Union 
message^ and ! quote : “I hope that this year a conference on education 
wm :n eac*i ^tatc, culuiiuaung in a national conference From 

these conferences on education, every level of government from the Federal 
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which to attack this serious problem.” 

Now, I should like to introduce Dr. Samuel Brownell, the United States 
Commissioner of Education, who will review some of the .Nation’s educa- 
tional shortages and speak in more detail about the State, and White House 
conferences, the success of which depends on cooperative, local, State, and 
Federal support. ; Dr. Brownell. ; v bb;.»> . 

Dr. Brownell. Governor Stassen and Governors: In presenting these 
educational shortages and in discussing our educational' problems, I should 
like to start by indicating our firm belief that education should be kept close 
to the people in recognition of State and local responsibility. . At the same 
time there are some basic concerns in the field of education to; which you 
and we are devoting so much time and energy, that I should like to empha- 
size them and point out why they deserve national concern. 

Here [indicating] are the five main areas: First, we are concerned about 
the, kind of education necessary to meet, today’s needs for Ci the; individual 
and for a democratic society; second, we are concerned, about providing 
an adequate number of properly trained teachers to provide such education, 
recognizing that the children bom today are bom no smarter than they 
were generations ago and that they need better education than ever, for 
they have to face much more complex problems; third, we are concerned 
about providing adequate school buildings and equipment; fourth, we are 
concerned about the financing of education; and fifth, with the overall 
problem of organizing State and local facilities for maximum usefulness 
and effectiveness. 

Considering our national concern to provide education to meet today’s 
needs, I should like to have Mr. Ernest J. Zellmer, special consultant to 
the Office of Education, point out the situation as far as higher education 
and scientists are concerned in the context of what the Soviet Union is doing. 
Mr. Zellmer. : , 1 ■■ • 

Mr. Zellmer. Thank you, Dr. Brownell. Secretary Hobby and gentle- 
men: The Soviet Union has long considered science as the key to economic 
and military power. Thus they have organized their scientific education 
and their scientific research at the highest levels. For example, the Academy 
of Sciences at the U. S. S. R. is at the level of ministries and reports directly 
to the Council of Ministers itself. This totalitarian system, while rigid and 
perhaps stifling of initiative, permits the concentration of effort on areas and 
objectives of importance to the national security. The result of this Soviet 
program has been to train a large body of scientists and engineers, so large 
that it is roughly comparable in quantity with that of the United States. 
Moreover, it is rapidly approaching in quality that of the United States. 

The Soviet Union inherited a small nucleus of scientists from the czarist 
regime. These people were excellent theoreticians. However, they were 
unable or did not desire to turn their talents to industrial and military 
applications. Upon this base the Soviet Union rapidly .expanded its scien- 
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tffic manpower pool. Over the next dec^ f ^ x ^^ o ?H J ?^a^^6^S/07/29 
rapidly and quality fell. Finally, in 1933, the Government recognized the 
need for improving the quality of Soviet scientists and engineers. It did 
this first by automatically extending the term of students in colleges at 
tha t tim e by an extra year, by raising standards for those same students, 
by increasing discipline, and by improving the instructional standards. 
Gradually quality began to improve. Growth rates, however, increased 
more slowly. 

In the period 1918 to 1953 the number of higher educational institutions 
in the U. S. S. R. increased tenfold, from 91 to 900; students rose in number 
from 112,000 to slightly over 1,000,000. During this same 35-year period 
the United States doubled its institutions to 1,800 and increased fivefold its 
number of students to 2,300,000. 

Before we take a look at the numbers being graduated in the U. S. S. R. 
and total manpower, we should do well to look momentarily at the factor of 
quality. It would be meaningless to compare numbers in the Soviet Union 
and in the United States unless they were roughly of the same degree of 
ability. As far as length and term of schooling is concerned, the Soviet 
student going into a higher educational institution— that is, a college or 
university — spends 10 years in secondary school as compared to 12 in the 
United States. However, he starts at age 7 instead of earlier. His first 
series of courses in college lasts 5 years rather than 4. If he decides to go 
into graduate work beyond the B. S. degree equivalent, he spends an addi- 
tional 3 years in school; at this time he gets a degree called “Kandidat,” 
comparable to a Ph.D. in the United States. 

Throughout secondary school education there is heavier stress on scientific 
and math ema tic subjects in the U. S. S. R. than there is in the United States. 

For example, about 46.5 percent of the actual curriculum hours in secondary 
schools is on direct scientific and mathematic subjects. The stress on science 
is again attested to by the percentages of students in higher educational 
institutions working in scientific or engineering studies. This 44 percent 
of the students in the U. S. S. R. work in these fields. The percentage in 
the United States at the present time is about 28 percent, and averages 
around 30. Earlier in the regime a high of 70 percent were studying for 
science or engineering in the U. S. S. R. Today, Soviet scientists and 
engineers, particularly those working in military fields, have a high degree 
of competence in theory and have considerably improved their ability to 
apply their knowledge to scientific developments directly affecting national 
security. However, in the biological sciences, especially in such fields as 
genetics, we find the quality is quite low. However, it seems to be 
improving. 

Let’s take a look now at the quantitative measures and compare the 
United States and the U. S. S F. To +b?« nrwrihle ; we have divided 
the scientific categories into three major fields: Ihe physical sciences; the 
agricultural sciences; and the health sciences. Those fields, of course, are 
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education institutions, which compare to holders our B. S 

the Kandidat degree of the U. S. S. R., comparable to o^ Ph D Tb«. 

is no intermediate level which compares to the master degree h . 

In mid-1953, the total number of graduates in scien . 

USSR who were employed within their own specialties was about 
y o50 000 as compared to about 1,035,000 in the United States, i K instead 

of po.pl. ..plop* to £ 

i total numbers, the United States figure would increase to 1.7 million and 

in the physical sciences, 570,000 in U, S. S, R. as compared to 525,000 in 

^WilB^ert to the rate of growth curve, we find a sharp dip in 1933 
in tihe Soviet Union. There is a tapering off period in *e prewar area a 
drop during World War II, and finally a resurgence i 
blue curve of the United States. It has fewer sharp brealtf until the > port 
World War II period when with the GI bill, there was “ ® 

“”d then a leveling off. At the present time the United States 
curve is beginning to rise again. We have no indications, however, that 
the Soviet curve has leveled off at this stage. 

Finally, let’s look at the last category, that is, ^ ^vana degi^s. jta 
the U. S. S. R. there are 50,000 kandidats, compared to 48,000 Ph. D. s and 
doctors of science in the United States. Breakdowns again are tadydo*, 
particularly with physical sciences: 28,000 in the U. S. S. . 

slTdiat at the present time the U. S. S. H. . has rough* The 
same number of students and of graduates in science and engineenng as 
has the United States, but also that it is increasing this number at a greate 

rate will continue to increase faster than will the curve in e 

The result then will be that the total capability of the Soviet scientific and 

the United States in the near future. 

Dr. Brownell. Thank you very much. 

This information has a vital bearing on our national concern m educa- 
should like now to call your attention to a few of the specifics of oat 

,ou, s»«. „«„k» a d. a .*“1 

° ~ ■ * ... , 11T1 l 1 y- vear-uiu 

Whereas we have roughly iu million yuun 6 ~ — ' 
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group at^ the present time, we have * 1 7 :C|A -' 

of age in this country. The impact of students today is such that we have 

37 million in our elementary, high school, and college. Looking ahead, 

we can see at least 45 million to be taken care of in 1960. But we know 

that there is an increase in the percentage of 5-, 6-, and 7-year-olds coming 

to school and an increase in the percentage of the 16-, 17-, and 18-year-olds 

staying on in school. If these trends continue, the estimate of 45 million 

students in 1960 will properly have to be revised upward. 

The second thing I would like to call to your attention is our teacher 
shortage. Obviously, if we are going to take care of the advanced training 
necessary for national security, we must have strong elementary and second- 
ary schools under the leadership of well-trained teachers. 

We started this year with a shortage of 72,000 experienced and qualified 
elementary school teachers. With our increasing student enrollment and 
at present rates of enrollment in our colleges for teacher education (bearing 
in mind also the present rate of those who are leaving teaching) , we shall be 
faced in 1960 with a shortage of 292,000 elementary teachers. This short- 
age would have to be taken care of by further crowding in our schools, by 
additional half-day and third-day sessions, by using more substandard teach- 
ers. Our only alternatives are: first, to do more in the way of getting 
teachers to stay on longer, because we have many who leave before they 
reach the retirement age; second, to make better use of our teachers, through 
redistricting to eliminate some of our inefficient school districts; and third, 
to recruit more teachers. 

If we look at the public school construction situation, the facilities studies, 
to which your States contributed, show that in the 48 States at the present 
time, we have a shortage of about 340,000 classrooms in the elementary and 
secondary schools. We are building about 50,000 classrooms per year at 
the present rate, when we need about 117,000 classrooms per year to keep 
up with the need. To make up the 340,000 classroom deficit that we have 
would cost about $10 to $12 billions, and that figure does not include the 
needs for institutions of higher education. 

This glance at the national picture shows that we are falling behind at 
the rate of about 67,000 classrooms annually in our elementary and second- 
ary schools. 

Another aspect of the national situation with respect to our trained man- 
power needs is our functional illiteracy. At the present time 5 States 
have 12 to 18 percent of their population who have had less than 5 years 
of schooling. These people are what we call functionally illiterate. In 
another 11 States 4 to 12 percent of the population have less than 5 
years of schooling. Relate these figures to rejection rates on the Armed 
Services Qualifications Test for Korean draft selectees we find those 


^ivice, D Anfflromtne ^ of view, that; of course, means that 

where we have this high percentage of rejection in the States, that has to 
be made up by all of the other States. 

Another way to show our waste of manpower, is to look at the “drop-out” 
figures. Taking the group of children that were in the fifth grade in 1943 
and following them on, we find that out of every 1,000 that were in the fifth 
grade in 1943, we only had approximately one-half, or 505, that graduated 
from the high school. 

With our shortages in trained manpower, in the sciences; in •medicine, in 
nursing, and in teaching, it is a very real question whether we can afford 
this waste of manpower through inadequate education. We know from 
research that many of those who drop out are not necessarily the dunder- 
heads. Many are capable of profiting from much more education than 
they had and of making a valuable social contribution as a consequence. 

We recognize of course, that there are a great many ways in which the 
States are improving education. The reoiganization of school districts, the 
expansion of programs for teacher training, the local initia tive in meeting 
local problems is apparent in all States. You recognize,' as Mrs. Hobby 
pointed out, the increase in citizen interest. Just as an illustration, in 
1950, there were only 1,000 school districts we knew of where there were 
Citizen Educator Advisory Committees. In 1953 we were able to identify 
8,000 of them. What better indication of the rapidity of the increase in 
the citizens interest in education? 

The reason these groups have been effective in getting salary schedules 
raised and having bond issues passed and so on, has been primarily because 
of the ease with which citizens and educators can together plan within the 
local community. What they are finding increasingly is that they face 
problems beyond the province of the local school district. For example, 
they find that they need to reorganize a school district to develop an 
efficient high school. In order to do so, they find they need State aid. 
In some States they may find they have reached the limit of their bonding 
capacity in terms of a State bonded indebtedness limit or a State tax 
limit. Hence action at the State level is increasingly necessary. An 
illustration of the need of such action is the fact that State legislative 
approval is necessary to increase the teacher educational facilities. Such 
matters as these show the need for action called for at the State level rather 
than at the local level. 

Concurrently, I should like to indicate very briefly some of the limitations 
that local communities face. First, limitations in financing local school 
districts almost exclusively through property tax action; second, maximum 
ceilings on bonded indebtedness; third, limitations on freedom to reorganize 

school districts in seme States; fourth, mcquities in raising local assessed 


tuc indues, peiccatage oi rejection, the highest percentage 
of rejection is 58 percent. You can see the close relationship between a 
low amount of schooling and a high percentage of rejection from Selective 
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valuation® unless there are applied generally throughout the Mate : tittn. 
lack of State aid for school construction; sixth, inadequate teacher education 
facilities through lack of adequate support. 
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These are some of the obstacles to P^g^[flid^Si9i|i<$^«Rgfceafe4i®j03/O7/29 : 
level. To remove these, localities must look to the State for assistance and 
action. 

With this situation in mind, we have moved to the idea of assisting the 
development of State action programs so that citizens and educators can get 
together to plan as they have successfully in the local school districts. Such 
assistance takes money. The necessary preplanning, the study and assemb ly 
of materials and proposals on the many pressing educational problems the 
presentation of these to a representative group of citizens for study, and 
the agreement on an action program within the State all take time and 
money. This year, many of the States do not have legislative sessions that 
would permit the appropriation of funds for such well-planned and 
well-carried-out conferences. 

Hence, the general purpose of the State and White House conference 
plan would be for the Federal Government to provide a certain amount 
of money available to the States for use in developing State conferences. 

Following the State conferences, the White House Conference would study 
the “grassroots” problems from the national point of view. 

The purpose of the State conferences would be to bring together repre- 
sentative groups of citizen educators for the necessary planning and the 
development of materials to carry on a conference leading to an action 
program. Subsequently, the White House Conference would have as its 
major purposes: first, to emphasize the importance of education to the 
national well-being; second, to report on the progress made in the several 
States, so that all of the States could profit from the experience of others; 
third, to summarize the resources available and needed to keep American 
education operating at the level essential for national security and well- 
being; fourth, to demonstrate clearly what the citizens of the 48 States 
can do and want to do to meet their educational problems; fifth, to indicate 
whether citizens wish greater or less Federal support or participation in the 
various phases of education; and sixth, to give impetus to efforts to improve 
education on the State and local level. 

The White House Conference thus would focus attention on the major 
problem areas in education today. 

Providing an adequate supply of well-prepared teachers; 

Providing school buildings and equipment; 

Financing education adequately; 

Effective local and State organization of education. 

We believe that the proposed State conferences fcllc v/et! be the V/hi* 

House Conference, would lead to rapid progress, not only toward making up 
the deficits in education but also toward keeping education ahead of the 

problem that it faces in tliis country. 
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Remarks of Rowland R. Hughes, 
Director, Bureau of the Budget 

Thank you Governor Adams, and gentlemen. It is indeed a challenging 
thing to step in after Joe Dodge, because he was certainly an A-l Director 
of the Budget. We are going to try to continue to carry on, following the 
policy which we worked out together and have heretofore been following. 

Now, in dealing with the budget, which is some 1,200 pages, I shall per- 
force in this period of time deal only with the highlights, and will cover as 
many of those as is possible without too much regard to connecting links. 

Despite the fact, with which I think you will all agree, that a budget man 
should never enter a general popularity contest, still the budgetary consid- 
erations are ignored at our peril, and that is true at all levels. 

In the Federal Government we have had plenty of examples, as we are 
finding out since we have been operating here in Washington, of the influ- 
ence and effect of the kind of an attitude which ignores budgetary consid- 
erations. In your State governments you must be finding it all the time. 
Even in the family, when you think of what would happen if you just let 
every m emb er do what he or she wanted — buy a new car, buy a new house, 
buy a new fur coat, and so forth, without regard to the finances available — 
you can appreciate there would be more than a little trouble before you 
got very far. It is quite true that the family may come into periods when 
emergencies arise, such as illness or fire or something of that sort, but even 
then, it only means that after that period you have to be even tighter with 
your budget until you are back on your feet again. That is exactly the 
position that we are in as a nation. 

It is difficult to overemphasize the importance of the Federal budget as 
it affects all of us. As taxpayers we feel it directly because as a result of it 
we have to pay over a good share of our income into the tax coffers of the 
Government. The budget affects our whole national economy. We are 
concerned with that. When one-fifth at least of the total national income 
is used in Federal expenditure, it is a major factor in our whole economic 
life. The budget also affects each one of you as. governors, because some- 
thing like 1U percent or a little more of the total State and local government 
income is the share that comes from Federal funds; that is a matter of 
importance And more than that, the budget reflects and is the basic form 
and plan of all the Federal Government operations, domestic, foreign, 
military — and that is, ol course, of great importance to each one of us — and 
to you in your State administrations. 
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Naturally, therefore, we have spent a 1^1^^1^03/07/29 

questions in the year and a little more since we have taken over the admin- 
istration. The inherited budgetary task and the problem that we faced 
was really a stupendous one. In only 3 of die last 20 years did we have a 
budget balance, and as a result, there was a twelvefold increase in the debt 
in the two decades. The purchasing value of the dollar dropped about a 
half. Those facts are history, but nevertheless that is the situation we were 
faced with. The 1953 and 1954 budgets had already been presented to 
the Congress, and each of these showed an increase or a steady continuation 
of large deficit financing. 

During the years since 1933, moreover, there had been many provisions 
worked into the laws— and I am not here quarreling with any particular 
one— that called for mandatory expenditures on grants-in-aid of one type 
or another, such as veterans* benefits, farm supports, and others of that 
nature. These added together now amount to about one-fifth of the total 
budget and represent a category of expenditures that cannot be effectively 
dealt with in each year’s budgetary operation. These expenditures are 
beyond the usual budgetary process and only some outside action, for 
example, on the part of some other person, is needed to set government 
expenditures in motion. That, of course, meant that we might make 
savings in carefully dealing with the budgetary expenditures in other fields 
and find, as we did in 1953, that unexpected increases in the mandatory 
requirements for crop support wiped out over a billion dollars which had 
been saved in the first five months of operations by the administration. 

There is another picture, too, in which just the figures themselves are 
impressive. Over the years 1950 to 1953 and included in the budget in 
1954 was a total of authorizations of $75 billion in excess of expenditures. 

That was the situation that we took over and that meant, of course, that 
there was an accumulation of a tremendous amoun of c. o. d.*s, orders which 
had to be paid for when the goods were delivered, and that had to be taken 
into the budgetary consideration for the current years. 

Joe Dodge made a very significant comparison, which some of you may 
have heard, of the situation that we were faced with as compared with the 
family problem. He likened it to a family which over a twenty-year period 
had customarily spent more than it made, which had accumulated a debt 
of four times its annual income— there had been, it is true, five years of 
real adversity — which, in addition, had a year’s accumulation of unpaid 
bills that had to be met when the goods were delivered, which has cash in 
hand to meet only one month’s bills, which was faced with a cut in income 
of some ten percent under the laws as they stood on the statute books, and 
which had no visible plan for a change in its habits. That was about the 
situation that we were faced with I don’t want to spend too much time 
on it, but I think it ;< important to see this situation under which we began 
our budgetary program, because, ot course, we are still In the imdst of 
working out of it. 
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issue, savings win multiply. Uosts have been made an issne,— for the 

time in many years-and they will remaiAffi^a ForTTelease^<m)7/29 : 

Now, this program emphasizes the importance of priorities among 
expenditures that, of course, is the test we have to use — and eliminates 
the programs of lesser importance to make way for those of grea ter . That 
has been perhaps our main job, chipping away at the former principle of 
perpetually adding new expenditures and also keeping the old at the same 
time. 


CIA-RDP8O&Otfe7lP^|10t|&OO®c3O0ilc^i^r than in most States. But so far, up to this 
time, the changes which have been made have been substantial in some 
individual items, but they have not affected greatly the grand total or the 
big group classifications, which we are dealing with in looking at this picture. 
Of course, the battle is not over. We still have many reasons for being 
alert, and there are many pressures which can result in changes in this 
picture. V- •- 


In the chart here we see what has happened. This top line is the line 
of appropriations; this is the line of expenditures; and here is the line of 
tax receipts. You see, we came in here [indicating] at a time when the 
Government had accumulated a tremendous backlog of expenditure author- 
izations, with the resultant increase of expenditures and receipts following 
and deficit financing the inevitable result. Now we are at this point, reduc- 
ing appropriations, and that is gradually bringing down the line of expend- 
itures and since the line of receipts has been kept up pretty well, we are 
narrowing this gap as we go along. That is about the present picture. 

In the year that we are dealing with now— fiscal 1954— the budget we 
were faced with had this picture on the chart of expenditures and receipts 
and a projected deficit of nearly $10 billion. And that, of course, we didn’t 
leave untouched. This was a budget presented before we took office, and 
we couldn’t build up a whole new budget, but there was steady and effec- 
tive chipping away at those figures so that these expenditures, as we now 
foresee them— and that is still a recent check— are about $71 billion against 
receipts of $67.6 billion. This reduces the estimated deficit from $10 billion 
to $3/ 3 billion. That, you see, has been primarily by reducing expenditure 
totals. 

Now, it may well be that before we finish the year, some of these receipts 
may be a little bit less, but also it is quite possible that some of the expend- 
itures may be less, because we don’t take our expenditure figure as a static 
one. We keep working through the year on expenditures. Instead of 
saymg that this is the figure and you can spend everything within this 
figure, we try to find ways of still making savings as we go along, so that 
we don’t expect at this time to have more than this $3.3 billion deficit. 
Except, of course, we may have some contingencies that may develop 
before we are finished, and that is one of the problems we face. 

The chart in 1955 shows a further reduction in expenditures and a fur- 
ther reduction in receipts due to the tax reductions and savings which have 
been passed on to the taxpayer, so that we end up with approximately the 
same deficit that we expect to have in 1 954 

In dealing with this budget, I would like to emphasize that we are deal- 
ing with a budget as it was sent to Congress on January 21. It is going 
through the fire of congressional action. Some of you had experience with 
tuat and know what it means; it is a much more serious problem, of course 
than you have in your States, because the question of executive responsibility 


Former President Hoover the other night pointed out very seriously some 
of the difficulties encountered in the course of the budgetary process, but as 
we see it today and as Congress has acted so far, 0 the picture still remains 
approximately as depicted here [indicating]. In other words, we expect 
to end up fiscal 1955 with about a $3 to $4 billion deficit as we see it 
today, in the absence of some of these things that can happen internationally, 
or some action that can happen under pressure of need for doing something 
because of future domestice economic developments. But as it stands today, 
this still remains the approximate position of the 1955 budget estimate. 

In making savings, we have followed, of course, two paths. 1 There are 
two ways in which you can cut expenditures, which you know just as well 
as we do. They are firstly, in what you spend the money for — in other 
words, the programs and what can be done about them — and, secondly, in 
doing a better job in carrying out the programs, wiping out waste and 
inefficiency, and, in general, tightening up the operation. 

There have been a substantial number of savings made constantly 
throughout the Government in some of these operating procedures. That 
is a teamwork job in which the administration heads, the secretaries and 
the other heads of agencies have done a noble job in really taking hold of 
their own operations and finding ways to accomplish their objectives for 
less time and money and doing a better job in many ways. For instance, to 
mention some of these savings, they include : a reduction of over 7,000 in 
the Government worldwide fleet of automobiles, which will mean a saving 
of about $2 million a year in maintenance charges; a revision of the sched- 
ules of fees charged for the issuance of Government licenses of one type or 
another which over the years have developed into a situation where the 
general taxpayer was paying a great deal of the cost of these licenses for the 
benefit of the individuals concerned; and operational economies by the 
Government Printing Office — representing about $2 million annually. 
Millions of dollars of savings have been made possible by modernization 
and streamlining of accounting methods and systems of individual depart- 
ments and agencies — that is governmentwide, running into a million dollars 
here, 500, UUU here, 10 million here— really tremendous savings all through 
when you add them up. Reduction of office space by 5 J4 million feet saved 
approximately $8 million. One illustration, for example, will show what 
we are dealing with. If you change the cost of the meals served by the 
Government 1 cent per meal, that means $25 million annually. That is 
the kind of thing that can be done by small individual savings. 
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Now, let me turn to the expenditure pT<fiQ^^^p^^ e \^^4 9 l(S , 63l07l29 : CIA-I 
course, the real test, and that is a tougher problem for there we have .to 
meet the real opposition. ,j 

In order to present it as simply as possible in our budget, we have divided 
the categories of Government expenditures into three main divisions: 

(1) major national security, which is about 70 percent of the grand total, 

and, of course, is the big fellow; (2) these charges which I mentioned before, 

fixed by law, which depend on actions of other people and not so much on 

budgetary actions of the Government — that is about 20 percent of the total 

or $14 billion; (3) and then we have all the other activities of Government, 

which, of course, include some security items, too, although the major ones . 

are in the big fellow. This “all other” category includes $6.5 billion or 

about 10 percent of the grand total. Now, this last group is only 10 percent 

of the total amount, but as far as number of operations and things which 

most people think about as government are concerned, it represents a very 

large proportion of the total. Law enforcement, tax collection, civil defense 

work, and all the many things that a government does daily relate to this 

10 percent category. This area has been reduced in the last 2 years by 

about 25 percent, and there isn’t too much more that can be done without 

vi tall y changing perhaps some of our attitudes on operations. There can 

be some more done, no doubt, but not savings of large totals. 

This part [indicating the relatively uncontrollable programs] can’t be 
changed much until you change congressional action. That is a matter 
of the laws which are embedded in the statutes and which we have to act 
on and deal with as an overall policy, and which can only be changed sub- 
stantially by changing the laws, or some of the conditions; you might, for 
example, have good crop years and good demand for exports which might 
make a difference in some of those expenditures in the “relatively uncon- 
trollable” group. 

The big fellow is the category of major national security, which consists 
of four programs : the military part of the Defense Department, which, of 
course, is the biggest section of it; the mutual military program; the atomic 
energy program ; and the stockpiling program. Those are the four principal 
items in the national security area, and those are the programs which vitally 
affect and determine the outcome of the budget. Whichever, way you 
analyze it, these give the answer as to where we are going to come out. 

Now, I would just like to mention briefly one or two things in connection 
with this defense budget, which is going to be dealt with by others; but 
there are one or two factors that we come in contact with. 

President Eisenhower has pointed out that “our military strength and 
out economic strength are truly one. Neither can sensibly be purchased 
at the price of destroying the other,” Tine question is what kind of defense 
structure can he reasonablv effective under present circumstances, will be 
economically bearable and can be maintained if necessary over a relatively 
long period of time? The reductions in the national security, area represent 


However, the expenditures for some programs wew reduced, others will be 
increased. This is not a meat-ax operation by any ^manner of means. 

In the mutual military program, and the atomic energy program, for 
example, we have the largest expenditures we have ever had. In the 
Defense Department itself there are many changes up and down. Expend- 
itures for our air forces will be the largest since World War II. We will 
spend more for continental defense— for defense against air attack— than 
in any year in our history. The defense budget has been built up on a 
careful study by the Joint Chiefs of Staff, -.which 'is aimed at providing a 
strong military posture that can be maintained successfully over an extended 
period of uneasy peace. The expenditure reductions have resulted from 
sitin g into account the most effective application of our growing number 
of nuclear weapons; to an important degree from improved management 
and better balanced procurement (and that has been a major job, an is 
still resulting in prospects of further reduction to an important degree) ; 
and from termination of active hostilities in Korea. Such savings as these, 
we hope, will enable us to move from the crisis atmosphere of past years 
into a period which can see sustained defense made compatible with a 
continuing approach to a normal, prosperous, economic life. 

This is a change in policy from having a fixed date which we had to 
meet at all costs of preparedness— spending money like water, so to speak, 
to prepare for a fixed date, which then was moved ahead to another fixed 
date and the process later repeated again— to the present procedure, which 
is careful operation under the leadership of the real expert in military 

affairs, our President. < . . 

There are only a few minutes remaining; I would like to mention bnetiy 
some of the matters about which there has been public discussion. Are we 
right in assuming fairly stable conditions internally and externally during 
the period which this budget covers? Some people say, “Well, you ought 
to provide this and that and the other thing against possible danger. We 
do not prophesy depression in this budget, but, of course, we are continually 
making plans and getting ready for action such as might be needed when 
and as it becomes necessary. But we are reserving, as far as our budgetary 
operation is concerned, emergency measures for emergencies, not to cause 
trouble by putting them in too early, and we would certainly expect to 
have them ready before it is too late. That is the budgetary ideal. 

Then there is some talk about the budget encouraging recession through 
cutting down expenditures too much. I think that most of the trouble 
comes from remembering the period after World War IT when Federal 
expenditures were cut $59 billion m 2 years. The consolidated cash state- 
ment is the best index of the flow of funds between the Government and 
tbr public Expenditures on this basis will be reduced only about $6 
billion in 2 years; and we are offsetting this cut by die amount which Is 
being given back to the economy in tax savings. We think, of course, this 
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also means a better way of getting 

than just the amount represented by the tax savings. That position is not 
a blow against the economy. 

As the President says, the administration is conservative in its economics 
but it is liberal where human relationships and welfare are involved, and 
we have made moves in helping and expanding some of those procedures. 
We have reduced Federal activities and turned, wherever possible, things 
back to the states and private enterprise, as some of you know, in your 
own experience; and we are trying to do that, wisely and carefully, each 
department working out the best proposals for its own problems. But we 
are working with the departments on the budgetary side of it and are m a k i n g 
progress. We are also waiting on some matters for the Report of the 
Commission on Intergovernmental Relations, which will give us something 
real and genuine to work with. 

Now, in conclusion and summary, I would like to say that when President 
Eisenhower took office a year ago, he promised the Congress and the people 
that his administration would seek to chart a fiscal and economic policy 
which would reduce the planned deficits and bring the budget into balance 
as rapidly as the national security and well being will permit. He warned 
that this would not be easy. There still are heavy national security require- 
ments. Substantial expenditures are by law relatively nondiscretionary. 
The far-reaching activities of the Federal Government, of course, can be 
extremely complex. The battle is far from won, and new pressures with 
varying degrees of urgency and plausibility have to be continually resisted 
as far as they relate to unnecessary spending. We are in the midst of that 
battle. 

Despite these inherent difficulties, we have not only stemmed but have 
turned the tide of colossal spending and mounting taxes. The $12 billion 
reduction in expenditure programs effected since Inauguration Day is the 
greatest promise for continuing that progress. The $7 billion reduction in 
taxes made possible through these reductions in expenditures is the largest 
single tax reduction in any one year in American history. By using necessity 
rather than mere desirability, as the President says, as a test for our expend- 
itures, we will continue in our efforts to reduce the share of the national 
income which is spent by the Government. We are convinced that more 
progress and sounder progress will be made over the years, as the largest 
possible share of our national income is left with individual citizens, to make 
their own countless decisions as to what they will spend, what they will buy, 
and what thev will save and invest. That, of course, is in the President’s 
message. 

The purpose of reducing these taxes, giving back more of this money, is 
the stimulation of American genius for creative initiative, which we believe 
will multiply cur productivity and provide the jobs that build us up tc 

greater and better prosperity. The budget presented to the Congress 
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state has a stake in this Federal budget program. It represents a plan oi 
government that will not only protect our way of life, but will also strengthen 
our economic base and enhance the welfare of 'pur people. , 
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Remarks of George M. Humphrey, 

Secretary of the Treasury 

Gentlemen, it is a great privilege to come back and meet you again here, i 

and I am very glad that our Chairman explained that my limp was a result 
of a horse. If he hadn’t, I’m afraid you might have thought it was the ^ 

result of several recent appearances before the Ways and Means and the 
Senate Finance Committees. I assure you that is not the case. This year 
the representatives of the Treasury and the representatives of the Ways and 
Means Committee worked very well together and the final bill, this revision 
bill, that came out was the result of the joint effort. It was all worked over 
and all agreed to between the Treasury and the Ways and Means Commit- 
tee. Now it has passed the House, as you know. It is before the Senate 
Finance Committee, and they have had their hearings. 

As you might anticipate in a bill of this size, a bill of some 850 pages, 
there were bound to be some errors, bound to be some revisions that got in 
that were not intended, or where the wording was wrong. During the 
Senate Finance Committee hearings and during the interim, right now 
when the committee is studying the bill, many relatively minor things are 
being corrected. 

There has been some talk about wanting to postpone the enactment of 
the bill because of its great size until we had more opportunity to study it. 

We have seriously objected to that, and I don’t think that view will prevail. 

We have objected because of the injurious effects of having legislation of 
this kind pending and not knowing whether it is going to be enacted or 
whether it isn’t. Just the fact it is passed and out of the way will have a 
stimulating effect, because people know again exactly where they stand. k 

A period of indefiniteness is a very bad thing to have. ( 

Now I want to be sure that you get our tax program in perspective. Our 
program is a much broader program than just this single bill. As a matter 
of fact, this bill that is now pending before the Congress is the last step in 
the program for this year. What we have done on our program — and 
there are three-quarters of it through now — was to first put through the 
reduction in individual taxes. That became effective on the 1st o? January 
The reduction in individual income taxes averaged about 10 percent in 
rates for all taxpayers. 

The second thing we did was drop the excess-profits tax. We extended 
h fui six months, but with the agretiiieui it would end on December 31, m 

it did. The individual income tax reduction saved individuals a little over 


trillion a ,ye^r. to corporations in the taxes thaf they^ ar^ required .to pay. 
In addition to those two things, which f total approximately $5 bullion, was 
a matter of the excise taxes. There the Congress and the Treasury did not 
see exactly eye to eye. The Congress granted some .additional relief, more 
than the administration approved. The bill, brought up and passed after 
spine, six weeks of discussion and debate knocked, off anpther bjllion dollars 
pf taxes that we had counted on in ^receipts. , This brought ,up to about 
$6 billion the tax reduction from the three sources. vu:: . • >. ^ 

The revision bill' which is the, tax bill; that .is now pending.and which is 
the fourth and last proposal, the last bill of the 1954 to program, makes 
adjustments here and there in various ways and. eliminates some .of the more 
serious inequalities. It also will eliminate about- $1*4 bdlion ( in receipts, 
bringing the total tax reduction up to about $7.4 billion. ■ There .will riot be 
one taxpayer in the Nation who, will not have had some reduction in his 
taxes, .a n d the total of $7.4 billion in the whole, program is by, far .the largest 
single dollar, tax cut ever made in. the history of this, country, Never has 
there been a tax cut in as short a period amounting to as much money. As 
a matter of fact, never has there been one in any 4-year period amounting 


to as much money as this. v . 

I am often asked why do you do this,, why, do, you make such, a tre- 
mendous tax,. reduction when the budget still;, isn.t balanced? Have you 
changed your mind, have you quit tryipg to. balapcp the .budget £ ; We have 
not changed our program. We are moving toward balancing die budget, 
and we must balance the budget. , It is just a qupstion t of how rapidly it can 
be done. The ^reason it takes so much thpe to^doj it is not , only because of 
the accumulation of obligations that have come up over a long period of 
time. If you: stop to think about another very simplq fact you will .see right 
away that there is a limit within which you can move and move reasonably 
well at any given time. • • ’ ; , • ^ ; 

A real tax reduction can only result from a saving in expenditures., Any 
other tax reduction is not a real reduction, at all. . It. is Just a. postponement 
of the payment of. the tax. . When the- .Federal Government spends any 
given sum of money, that amount of, money, has, got, to be raised by taxes 
sometime. If you don’t raise it all today, you raise, what you can by tax. 
Yqu raise the rest by borrowing, and you postpone the tax peeded to pay 
the borrowing, so that the only real reduction in taxes must accompany a 
reduction of expenditures. Nowhow does the Gpvenunent reduce expendi- 
tures?; How do you accomplish it? To be absolutely. iflaf about it, 99 
percent of it is accomplished by putting people out of work. Now that is 
a tough way to say it, but it is a fact. The only \yay the Federal Govern- 
ment can save money is by eliminating- people directly from its payrolls or 
by buying -less material. Those are the, two things that the Government’? 


money goes out for It either goes out to emplo vr people or it goes out to 

buy things. If you discharge people directly off the roll, they- are out of 
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work until they are put to work some other pl^ p| ^^sft^ r hppgyg^<^003/07/29 f CIA- 
of some kind the people that were making those goods are out 'of work until 
they can get back to work making some other kind of goods or making other 
goods that somebody else will buy. So, when we make substantial expendi- 
ture reductions, we necessarily affect employment directly in relation to 
the amount of money that we save. We have a transition of people work- 
ing for the Government and getting their pay from Government funds to 
working for the public and getting their pay from the people’s money. Now 
that is why we must, we feel, make this very large tax reduction ahead of the 
time of balancing the budget. The two things must be brought along to- 
gether. We must make progress in balancing the budget, but we can’t do 
it all at once. We can’t just chop off expenses sufficiently to balance the j i 

budget and then do nothing more about it because, if we did, we would make 
harder the transition of these people who have been getting paid from 
Government funds, either directly or through the production of goods the 
Government buys. They would be out of a job without some counter- | 

balancing effort or help in getting them into other jobs. That is why, 
when we have reduced our expenditures in the amount of approximately 
$7 billion, that we have cut our taxes approximately $7 billion and handed 
the money back to the public so that the public can start buying things that 
will reemploy those who have to make this transition and shift over. Now 
that doesn’t mean a geographical transition necessarily, although sometimes 
it is. It doesn’t mean necessarily a change from one employer to another 
as to people who are making goods. What it means in a great many cases 
is that the man on the machine that was making a tank turns to making 
washing machines, or something of that sort. That, as I have said many 
times — and I think you can’t express it more accurately — is a transition from 
people employed in making things for killing to people making things for 
living. Now that is what is going on and that is the basic reasoning that 
underlies our program of tax reduction, notwithstanding the fact that the j 

budget isn’t balanced. 

We made substantial strides toward balancing the budget not only by , 

cutting expenses but also rearranging and getting more results for the same \ £ 

amount of money. We expect to continue our drive to get this budget . I 

balanced, which is our objective just as much today as it was a year ago, Tt 

or any other time. But we must always temper it with working out the 
transition. 


RD W P J community has had some un- 
employment problems here and there— we have seen unemployment m one 
industry or another. We have seen changes and layoffs and shorter working 
hours and all that in various places, but we have had over 60 million people 
still at work in America in January, February, March, the first quarter of 
the year. There has been only one other first quarter where we had more 
than 60 million people working, and that was the first quarter just a year 
ago. So that while there have been fewer people working, by a very small 
percentage, in the first quarter this year than in the first quarter of last year, 
there are more people working than in the first quarter of any other year 
except last year in the history of America. 

Of course, we have to expect in America to see more employment all the 
time because our population is increasing all the time, and that brings up 
some of the most controversial points of this tax program. 

We are asked why we don’t do more to stimulate consumer spending, 
and why we want some of these revisions that help business and encourage 
investment. The answer gets back largely to the transition problem, but 
it also is a thing that has been proved by past experience. You can’t have 
full employment, you can’t have real prosperity in America, simply by 
running consumer goods industries. We have tried that. We tried stimu- 
lating consumption, at the same time deterring investment and deterring 
business expansion; and we had about 9 million unemployed when the war 
came along and changed the program. 

Now, if you will just stop and think about it for a moment, you will 
see how it must necessarily be that way. Just stop and think of the number 
of people throughout the great manufacturing areas of this country who 
are working in what we call heavy industry, who are working on the big 
things, who are producing generators, who are producing power plants, 
who are producing big machine tools, who are building the big things, 
the kind of things that individual consumers do not buy. Those people are 
making goods that business buys, and that investors buy. If we only 
stimulate the consumer so that just the consumer buys, and do not stimulate 
the investor and business to buy the big things, you have got the consumer 
goods industries running, but you have got all these other people out of 
work. You have to provide people who will buy the goods made by the 
heavy industries in order to have broader employment throughout the 


How is this transition taking place? I think myself that it is a perfectly 
remarkable transition that is going on in this country today. I think to 
make that much change in the amount of money that the Government is 
spending and putting into employment channels, while maintaining the 
amount of employment and the high volume of business that we still have, 
is a perfectly remarkable thing. I think that if it can be continued and 
if v,c can get over the hump without any substantially worse period chan 
we are having, then we will be fortunate indeed and the program will be t 
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whole country. 

That gets back to the point I made just a minute ago. We have got to 
look forward in America to the making of more jobs all the time, because 
we have more people coming along who must have jobs all the time. Now, 
how do you make jobs in America? What does it take to put a man to 
work in America? Just stop and think for a minute. Nobody in America 
today makes his living just with his own two hands. There isn t a job In 
industry in America that somebody hasn’t invested on the average of $8,000 
to £10.000 in power and tools and equipment and various things to make 
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possible that sort of a job. That is what makes possible high wages. That 
is what makes possible higher earnings. A man with his own two. hands 
can’t earn the wages that we pay in America, or enough to enjoy, the 
standard of living we have in America. The reason that we have that 
standard of living, and the reason we are going to continue to increase that 
standard of living is because we have learned the trick of putting power 
and putting tools into the hands of people so that they can create more and 
do more than they could just with their two hands. 

I was talking about this the other day with a newspaper writer, and he 
said to me, “I don’t know as I believe that. I have my head and I have 
my pencil and a piece of paper and that is my job. Nobody has invested 
a lot of money for me to have a job.” I said, “Let’s just think about that J 

for a minute. To get the paper, think of all the things you have got to 
have, you have got to have logging operations and transportation opera- 
tions and all that sort of thing. For you to get your education and get 
what is in your head, you have to have colleges, you have to have schools, 
you have to have tremendous investment in that kind of thing. But sup- 
pose you have got your paper and pencil and your head; who is going to 
buy your stuff? Who is going to pay you unless somebody has invested a 
lot of money in newspaper operation and, in equipment, in the transporta- 
tion and delivery of the newspapers, and the whole system of putting them 
out? When you add up all the things that somebody has put money into 
in order that you can take a piece of paper and pencil and your head and 
write something down, a tremendous amount of money has been invested by 
somebody so that you can get the kind of pay you are getting.” 

It is a system of investment of which all of us get the advantage. It is 
not as direct in some cases as in others. You take a man in the steel plant 
or a power plant— it is perfectly simple to see he couldn’t have a job at all 
unless there were tremendous amounts of money invested in machinery. 

You take a man working in an automobile factory on machine tools; there 
you can see, anybody can see, how much money has to be invested for him 
to have a job. But the fact is that in every line of industry in America 
today a job requires a substantial amount of investment; a substantial 
amount of what we call heavy goods must be produced and developed and 
put into operation and maintained. 

As time goes on, every American wants to be a little better off, to have 
the opportunity to be a little better off, to make himself and his loved ones 
a little better off by his own activity and endeavor. To do that we have to 
provide more and more tools. We have to keep continually building up 
the capital assets of America, continually building up the supply of tools 
for people to work with, so that more people can have more and better jobs 
rmVfl ryt+r <mnrk That is the whole thins: that America is built 


CIA-R[^^BftJjS^Q®a^M)^a0ai8-flrae trying to dice down and divjde up 
what we have into smaller pieces. Instead of cutting the pie smaller, what 
we do in America is to mate another pie, and everybody has a bigger piece 
because you can keep making more and more pies jand cutting the pieces 
bigger and bigger. That is done, gentlemen, by the system of investment 
that we have developed in America. So as we make these transitions we 
must not only stimulate the consumer, but we must: continually be expand- 
ing the physical capacity and the physical: assets of America,, and so the 
power ; that Americans have in their hands with which: to create more an 
more for all the people in this country. . ' ;r: • • / _ . 

Now these are the basic underlying facts of the tax. program. - 1 hat ^ 
why the administration is absolutely opposed to further reductions through 
an increase in exemptions. As a matter of- fact, that is wrong for two or 
three other reasons. Let’s just spendone minute on that while we are at it. 

A man, wife, and three children have approximately as high an exemption 
today as they have had for many, many years. The exemption for a man, 
wife, and three children is $3,000 this year. In other words, they don t pay 
any tax until they get over the $3,000. If you go back 10 or 15 years the 
exemption was $3,200 under the same circumstances. Under the $3,200 
exemption, the initial rate that that man paid was 4 percent. Today it is 
20 percent. In other words, the exemptions have stayed approximately 
level for a family of that size, but the rates have increased about 500 

percent. . ' , 

When you start to reverse the process, and go down instead of going up, 
the logical thing is to start to make the reductions: in the places where the 
increases came, and the increases to all intents and purposes all came in 
the rates. So the proper thing is to do what we did do, reduce the rates. 
We propose just as fast as we can see additional savings in sight to make 
further reductions in rates rather than change the exemptions. 

If you increase the exemption, the first thing you do is put a large number 
of people off the tax roll. As a matter of fact, if you increase the exemption 
$200, you put 7.5 million off the tax roll. There are about 47 million 
people on the tax roll. If you take off 7 million the taxes they paid are put 
on the 40 million who are left so that you help 7 million people to the detri- 
ment of 40 million. Why that is a good political argument, I can’t under- 
stand. Why people think that just raising the exemption and shifting the 
burden from 7 million people that you let out . entirely to the 40 million 
people you hang on to, why they think that is good politics,! don’t quite 
understand. I don’t see how it can be, but more than that it is awfully bad 
economics. Bringing rates down, so that the whole structure comes down 
as it went up, spreads the benefits and spreads the incentives that you have 
«W wvvnV to buv all alone the line— to buy not only consumer 


on, that is why we have the Kind of prosperity we 
idea is wrong that we only have one piece of pie 
cutting the pieces smaller and smaller and ^n^ler^o 


have, dial is wh, the goods, as I have said, but the hard goods, heavy goods 

and we have to keep .. 

, .. . as well. 
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Now, the main reason why we object — and Why I am sure before we get 
through that we will defeat any proposal to increase exemptions — is because 
a $100 higher exemption increases the deficit by $2.5 billion. It is $2.5 
billion for the first $100 and $4.5 billion for the second $100, so that if we 
put in a request for a $200 increase in the exemption, we would increase 
our deficit by over $4.5 billion. With the deficit we already have budgeted 
of $3.5 billion to $4 billion we would be way back up again to an $8 billion 
or $9 billion deficit. We would have lost all the ground we have gained. 

We would be right back on the merry-go-round of inflation from which we 
have just gotten off, and we would be back to where, instead of having 
the price levels almost stable as they have been now for fourteen or fifteen 
months, we would be again depreciating our dollar and we would again 
be pushing up our prices. The American people don’t want that, I am sure, 
and certainly this administration is directly opposed to that policy. So I 
say to you that I believe we will be able to defeat that measure. 

That brings us to a second extremely controversial point. I am passing 
over entirely the good things, all of the very advantageous things in the 
bill, generally speaking, to speak about these two controversial points. 

I’m re m inded of a fellow who had a pair of horses, a black horse and a 
white horse to sell. He drove his team up the street, and his little son was 
with him. Here was a prospective customer. He pulled up and talked 
for a long time to the fellow about what an awfully good horse the black 
horse was — how sound and quiet he was, and how well he drove, and all 
that. After a bit they drove on, and the man’s son said to him, “Dad, why 
did you talk to him just about the black horse? Why didn’t you spend a 
little time talking about the white horse?” He said, “Oh, the white horse 
is all right; I don’t need to talk about him.” 

So that is the way it is about the tax revision bill. It contains a lot of 
good things that are white horses, and we don’t need to talk about them. 

I am just talking about the black ones. 

The other black horse is the reduction of the double taxation of divi- 
dends. Now, that has caused a great storm. It is blown up out of all 
proportion. The amount of relief is about $240 million, out of the bill’s 
total of $1.4 billion. The relief gradually increases as time goes on if divi- 
dends continue. If dividends don’t go on, of course, the amount of relief 
will come down. It is automatic. If the dividends go up and we get 
more dividends distributed in America over a wider area, this will mean 
more money. If the dividends go down, it means less money. At the 
present time it means about $240 million and over a 3- or 4-year period in 
very prosperous times, it can go up as high as $700 million or $800 million. 

Now ; before 1936, there never was a double tax on dividends Dividends 
were always eliminated, as they properly should have been from the initial 
tax because of the fact that the corporation paid the tax and it was just 
collecting it right over again to have the individual pay it. In 1936, a 
change was made, and what was P ro P ose 4\^rt^fe^F6r s ^li£te^(!HSB/07/29 : 
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on dividends at all. They were just going to tax corporate earnings that 
were retained in the business; the dividends would be entirely tax free. 
The corporation would pay no tax whatever on the amount of money that 
it earned that was paid out to the stockholders; it would pay all its tax on 
what was held back. 

Well, it very soon developed that that was a very bad theory, because 
it put a terrible penalty on retaining some earnings for things which .make 
more jobs, such as reequipping with machinery and adding new machinery. 
They found it wouldn’t work, and it was abandoned. A switch was made 
and for the first time, in 1937, dividends were taxed at the basic rates. 
That has gone on ever since, because of the fact that we haven’t had a 
revision of these laws. Democratic committees, Republican committees, 
leading Democrats and leading Republicans all over the entire period of 
time since then have advocated the reduction of this double taxation of 
dividends. It has come from both sides of the aisle. It has come over a. 
long period of years. It isn’t something we just dug up new. It is some- 
thing that people have complained about being absolutely unfair and un- 
warranted, and a deterrent to progress during all this time. Now it comes 
up at this time and it is one of the most seriously criticized things. 

It is one of the steps, like the depreciation item, that we must take to. 
encourage investment, to encourage further purchase of tools, further build- 
ing of plants, further increase of the physical plant of America, in order 
that America may grow and provide the plant and provide the tools ta 
make jobs so that an increasing number of people can earn more by making 
more and cheaper goods for the rest of us to buy. That is what lies behind 
it and that is the reason behind it. 

I just want to say one more thing, if I may. I am trying to cover, not in 
too good order, some of the things, the controversial things, that are brought 
up, for you to have them in mind. 

A lot of people say to us, in talking about our times, “when are times going 
to improve?” 

The man that is out of a job has an awful problem on his hands. He 
wants to get back in a job as soon as he can, and we ought to do everything 
we can to help him get back. We ought not to let unemployment grow. 
We ought to do everything we can to provide jobs for people to be in. 
But you often hear people say, “when is the Government going to get in? 
When is the Government going to do something about this?”, just as though 
we were all sitting here in a firehouse with a fire blazing down the street, 
waiting for somebody to ring a bell. That is not the situation. The Gov- 
ernment is doing something every day. The Government is in the economic 
picture every day of the year, and can’t be out of it. Our actions, or failures 
tc act, on every single day affect the economy m rme way oe another 
Last July, the Federal Reserve Board made a reduction m the rediscount 
rate. It has made two of them since then. Four or five months ago it 
1 A-RDP80EJ6 reserves. These steps were taken to. 
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keep the economy in balance. Everything we do is done with a purpose 
of letting nature take its course as largely as we can: letting supply and 
demand work as well as they can without, by inaction, our not having 
enough money to meet the demands, or by too much action, having too 
much to meet the demands. We are just trying to let the laws of supply 
and demand operate freely without undue restraint. 

Now, as I say, every thin g we do affects the economy. The excise tax 
bill alone held up buying power for at least 6 weeks in a tremendous way. 

While that debate was going on for 6 weeks in Congress, who in the world « 

was going to buy something and perhaps pay 20 percent tax on, when if he 
waited for 30 days, maybe he wouldn’t have to pay anything? The tax 
revision bill that is pending right now has a lot of things in it that will 1 

stimulate jobs, that will stimulate investment, that will stimulate new ma- 
chinery installations and modernizing of plants. People are not going to 
move until they know whether the bill’s benefits are going to be available to 
them or not. They are standing by waiting to see. So we ourselves are 
doing things to deter purchasing as well as things to stimulate purchasing. 

Debt management, with the huge refunding we have td do, is of tremen- 
dous importance to you people who are borrowing more money and spending 
more money than you were before. If we go into an investment market 
with billions in securities that we have to handle, and walk right into the 
same kind of a market that you gentlemen are trying to sell your municipal 
and your State and your other bonds to, we can destroy that market or run 
interest rates up out of sight by stepping in with too large amounts. We 
can ruin the mortgage market if we step in too far. We can retard or slow 
down or affect the buying in your programs and all these other things, so 
we have to, from time to time, make a tack in our course. It is like sailing 
a ship. You have your eye on where you intend to go but you may have to 
tack two or three times. When a security is due you have to pay it imme- 
diately or refund it. If the time isn’t opportune for us to step into the 
long market, we step into the short market. And then at a later time we 
step into a longer market, and gradually, a little at a time, we are continu- 
ally moving into a longer market, and that is what our program is. 
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* Remarks of Gabriel Hauge, 
Administrative Assistant to the President 

Covemor Adams and gentlemen, to be introduced as an economist, I 

Governor. Aaams ai ^ In this town some people 

suppose is to have at least V/a strikes against you. 1 them 

devote themselves to the business of counting, packaging | 

■ L„,r However, it still is a necessary occupation to be pursued because, 

3 “i «~»« th.- «™ic u. . 1 « » 

rta rteL 3dfad economic problem that a government has TO address nself 
„ a. this level, whether a. the S»« 

How do« a society o, g ? ^ ^ economic problem. Attunes 

rjsssstarsii - 

governments they have established, and the ways they ^ ve ut ^ 

Lit to solve the economic problem, the meeting of unhmited human needs 

“^EL^'h^o! res tzx&z 

colonel was governing this group of islands. ga nrodu cts of the 

was caricatured in the play, he was not one of the finest products 
United States Army. He was put in charge of the military governm 
those islands, and he anticipated all the problems and he wrote imd aU 
answers in a great big black book. When some young officers were sent to 
him to help govern the smaller communities in the Mands, he 
in, gave them a copy of this great big book andsent them off. J*®" 
the problems and there were the answers, and this was the way to do it 
Well, he sent this young captain up to a town m Okrnawa go 
and when he came there the young captain over tiie sicuaPon and 

found that the economic situation was not m very good shape. There was 

unemployment, some destitution. So he looked up u the black 

A 1 , , , , Tim v>rv>V to find out first what the re- 

sources of the community were. He looked around ana found that ^ 
people could make pottery; they could make crocks; they could ma 
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sandals; they could put baskets together. So' he organized those produc- 
tion activities, but there wasn’t any market. Things did not go so well. 

By accident, the captain discovered that these people could also produce a 
certain brew of great potency. More than that, a great market existed 
because a United States naval base was within 100 miles of the community. 

So the young captain turned his people to producing this brew which they 
did with great success. He found his market. Prosperity came to that 
community, and also great joy and happiness and mirth. 

When the colonel commanding the islands heard about this, he was * 

ap p al led He immediately set out for the town, hauled in the young 
captain, proceeded to give him a star-spangled bawling out. It was so 
bad that at the end the young captain said to him, “Well, Colonel, I guess , 

there is nothing for me to do but to go out and shoot myself.” Whereupon 
the colonel exploded, “Don’t minimize the problem.” 

The kind of economic problems that we confront here in the national 
administration today are not easily minimized. But they are a kind for 
which the President has stated a certain economic creed to express his 
h P i; P f that economic growth is the essential thing that we should all seek 
to bring about in this country, gifted as it is with extraordinary endowments 
of natural resources, with a temperate climate, with people who out of 
their natural origins provide an extraordinary ingenuity and enthusiasm 
to put things together and to make things and find ways to distribute and 

market them. , , 

What are the tenets of that economic creed that the President of the 
United States believes in? I would like to summarize them because I think 
that in the crises of every day and every week, we sometimes tend to lose 
sight of the guiding principles which quite unconsciously determine 

decisions. . , 

First of all, the President of the United States in his economic philosophy 
sets down as ’point No. 1 the simple truth that an enterprise system is going 
to work only if enterprise is released to the ultimate degree. Ten million 
centers of initiative on the farms and in the factories and mines of America 
are what make America what it is today. The net effect of that kind of 
decision making, that kind of risk taking, from 10 million centers of initiative 
as against 1, is the magical production we know. 

If I were to describe the nature of the President’s emphasis on this point, 

I would do it in terms of the maximizing individual freedom within our 
kind of system in order to release enterprise in individuals. 

I remember a very striking statement made by Mr. Richard Austen 
Butler, the Chancellor of the Exchequer of the United Kingdom. He 
has been trying, as you know, to untangle the legacy from the preceding 
* WfW t/> rtnrt* draw uoon the strength 

auuaubt ic*,**m. *** *** — -- o - . 

of individual enterprise for his country. In summarizing the reaction to the 
process, many times very bitterly resisted, he said this, “Freedom is a dean 
wind, but it is a chilly one for those not^jjfj^g^ ft#- Release 2003/07/29 : CIA 


President’s economic credo is his em- 
phasis on incentive. If we are going to have an enterprae system, , we must 
have incentive. I think that perhaps in that area, the President is seeking 
to establish something of a new direction. These things are not easy to 
dedde in a particular aspect of a tax bill, for example. But where the 
issue is in doubt, I think in the President’s mind the emphasis dearly comes 
down in favor of less rather than more tampering with that incentive nerve, 
less paring away at that incentive carrot out front as against more paring 

a 7n the third place the President believes in effective competition and in 
effective enforcement of the antitrust laws. I believe further he thinks 
that savings and capital formation are essential to our kind of a system. 
He believes that personal thrift as a source of savings is a doctrine which 
once again must be refurbished. 

When X went to graduate school in the thirties, the great problem was ow 
to get the economy going. It was sagging. We got up out of the pit of 
disaster of 1932 and 1933 but somehow we couldn’t get the economy up 
past nine and a half million unemployed in 1939. As we studied that ^grim 
fact in graduate school, we looked at all the figures an we rea 
analyses. What was it that was wrong? Why couldn t this stricken gian 

get along? 

All sorts of ideas were employed. The main emphasis was upon mcreas- 
ing consumer spending by various devices, and we got certain *** • u 

somehow we weren’t able to trigger off the mechanism within this economy 
that would get it going back up to a level of activity that w^ decent and 
was acceptable to the majority of the American people. I think ^there 

developed in that decade a belief that the Amencan economy was destmed 
to run down; it somehow didn’t have the renewmg forces within it to keep 
it going at a level where an acceptable number of people were employed 
and an acceptable production level was achieved with reasonable stability 

I think that in the mind of the President, one of the essential ways to try 
to remedy that kind of situation is to stimulate private capital formation 
which means, of course, the spending by business for plant and equipment to 
increase the productivity of workers, to find new proucts and to find new 
ways of reducing the cost of products to consumers That ^ ^ “senUa 
thing and must get emphasis, regardless of any kind of criticism that is 
directed against it. The economic stakes are too high in the mind of the 

President. . . . 

A further point in the President’s economic credo relates to the importance 
of research and development. Four billion dollars was spent last year m 
this country for research and development. That is a footnote on the genius 

of America finding new and better ways of doing things and finding new 

,s * ,* , .:n r>f nnr neoDle. Certainly there is an appro- 

priate role for Government at every level to see to u that those resea. Ji 
fires are well banked, because it is from that source that we are going to 
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get these great technological transformations that have provided the impetus 

toward steady economic development in this country. 

Then, in the President’s mind the vital matter of economic stability and 
the role of the Government in its maintenance stand very high. He has 
emphasized that time and again. In his Economic Report to the Congress 
in January, the President further stressed this point. There is great and 
well-stated and honest difference of opinion as to how economic stability 
can best be achieved. I think when my colleague, Arthur Burns, speaks 
to you a little later, he may get into some of these conflicting ideas because 
they bear particularly upon his area of operation. 

Another point, as I see it, in the President’s economic credo is this : there 
must be a floor of individual security, not only because that is what the sense • 

of decency of America demands, but that is what economic sense requires. 

You don’t have a buoyant, productive labor force if it is required wholly 
on its own to meet vicissitudes for which it was in no sense responsible. 

If a great economic tidal wave is allowed to hit the country and take 
jobs away from breadwinners through no responsibility of their own, you 
will not have a labor force that is productive and confident and believing 
in this nation, nor will you have an atmosphere in which the investment 
decisions that provide jobs are going to be made. So the President has 
incorporated in his program, as I shall mention in a moment, several addi- 
tional strengthening elements to help achieve personal security. 

Lastly, the President strongly believes in the importance of widening and 
deepening the channels of international trade and investment. Now this 
is a troubled matter. The application of this particular concept in par- 
ticular cases involves the necessity for great wisdom but it also involves 
the necessity for great courage. I think the President has constantly tried 
to keep those two things in mind, to balance them out as best he can in 
the interest of American people as a whole. 

Again the background of what I regard as the President’s economic 
credo, or the tenets of his economic faith, we can consider the President’s 
economic program. The President, when he came into office a year or * 

more ago, was faced with an extraordinary task in the economic field. 

If you could place across this wall a chart that would recount the economic 

history of this country since its beginning, you would find several great * 

peaks followed by calamitous drops. Usually they have been associated with 

the war and postwar history of this country. Wartime is a wasteful time 

from an economic point of view. Economic decisions have to be taken 

on the basis cf what it is necessary to do to win the war, Financial means 

can’t always be the wisest and the soundest in the long run. We have 

witnessed the destruction of the purchasing power of the dollar all the 

way up to 50 percent or more. We have experienced a distortion of the 

w ay resources are used. And e\ cry time in the past history of our country, 

these excesses and distortion have been liquidated by a calamitous falling 

out of the bottom of things, with mass unemjrl<prmeiUj, destitution amon^ 
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wage earners, business failures, farm and home mortgage foreclosures, 

That has been the history of the typical postwar period in the United 
States. '■ 

Now, what the President has been called upon to do is to help effect a 
transition. Let me say it another way. He has been called upon to make 
history and not let it repeat itself. I think the chances are excellent that 
he is going to succeed in guiding the American economy off this brink 
of wartime inflation with its distortion of productive effort and its mis- 
direction of resources into war goods, bring it back off that dangerous and 
perilous point from which every time in the past it has fallen on its face 
with terrible suffering for America, lead it back through this r plateau, this 
readjustment, while the economy catches its breath and prepares for a new 
advance, for increased production, increased productivity, and increased 
distribution of good things for the people in this country. That is the 
background against which it seems to me we ought to interpret what is 
. going on today. 

Now, in the field of applied economics as it characterizes the President’s 
program, the President took early action to try to put into effect some of the 
cardinal tenets of his economic faith. He ordered the demobilization of 
the panoply of wage and price controls almost immediately. He began 
to redefine the relationship of government to private business. The 
Congress approved a bill for the sale of the synthetic rubber plants and 
that is now going forward very well in the hands of three very competent 
men. 

The President approved the sale of the Inland Waterways Corporation, 
which not only made sense from the point of view of his economic 
philosophy, but it also made it possible to get rid of an operation that was 
costing the American taxpayers millions of dollars. 

When it came to transmitting a program to the Congress in January, on 
which he spent last year in intensive study, the President sent up what has 
been called a “massive” program. I am going to touch only a few high 
points of the economic part of it to try to illustrate how the President has 
been seeking to apply his economic philosophy in these programs. 

The Secretary of the Treasury has already gone over the: tax program 
with you today. There is, of course, nothing I could say- to add to that, 
except I think perhaps the tax program, not only in this country, but in 
countries all over the world, recognizes that the era of economic bulb- 
snatching is over. The time has come when we must be not only concerned 
about how the pie is cut up, but also in malting that pie bigger and bigger 
and bigger so that all the pieces can be larger. To do that, the tax program 
must provide a stimulus not only for consumption and for the demand 
which that consumption creates for labor and for materials, but there also 
must be a stimulus to demand for labor and the products of farms and mines 
that comes from the spending by business organizations — partnerships, 

sma11 businesses - for P lant and 


66 


67 



Approved For Release, 2003/07/29 

equipment which is beyond the immediate consumption demand available 

t0 if seems to me that one of the unfortunate trends in public discussion 
of late— and I comment on this purely from an economic point of view 
has been the setting up of an utterly false dichotomy between consumption 
and investment as competitive ways of stimulating the American economy. 

They aren’t competitive. Each has to do everything it can to stunu ate 
this economy to the ultimate utilization of its resources. Neither one can 
do it alone. We tried in the 1930’s to emphasize consumption and I think 
that its inadequacy is illustrated by the fact that in 1939 American business 
spent on plant and equipment only $5.5 billion. In 1953 American busi- 
ness spent $28 billion-plus on plant and equipment. 

Now if you were to ask me what was the main explanation for the fact 
that we had 9,500,000 unemployed in 1939, if I had to give you one short 
answer, that would be it. Something was wrong. That figure of $5.5 
billion for business spending on plant and equipment was : too low. Even if 
you step it up to $10 billion to compare it with $28 billion on the basis of 
our 50-cent dollars, still it is out of line. 

That is why the administration tax program is seeking to implement the 
idea, as X am sure the Secretary indicated, that the demand for labor, the 
creation of jobs, and the demand for farm products and mine products 
must be stimulated from both the consumption and investment sides, and 

it is in the interest of all the people to do it. 

Money and credit policy I understand the Secretary touched on. It is 
going to be geared to the needs of the times. 

In the field of housing I will mention just one item. In this area we 
have developed in this country a Federal public housing program which 
has been highly controversial but which has been important m meeting 
certain needs. Now, as the President looked at this situation, he recognized 
a problem existed. He said to himself: “Is this the only road to Rome or 
are there some others? Certainly we ought to take a look to see if there 
are any others.” And so the Advisory Committee on Housing came up 
with their concept of a 40-year, 100-percent mortgage for the low-income 
group and said, “Let’s take a chance. Let’s see if we can begin to meet 
some of the need in this area through a method that is more in line with 
the general philosophy that we beUeve. But until we are sure that it has 
promise, we are going to continue through a public housing program to 
meet the needs of those people, because government has, and must have, 
not only a head, but also a heart.” That is a sensible position. 

In the field of power policy, the President sought to develop the concept 
of partnership. I could summarize what I think is the essential part of 
the administration’s mjvrr policy in this way: The power needs of this 
country arlpro’digioul and growing, it is going to take the combined action 
of all those who can contribute to meeting these needs to do so. As I under- 
stand the President’s policy it is this: His fefeale^ 


: CIA-RD^gft^Bflfl-^paftafl(M^per role in the field of power production, 
but that the Federal Government should take those actions which g 
into the field of power production and distribution those additional resources 
r.tSt ,1 private and public, without : whmh - - 

acceptable way the vast and growing power needs of the try. 

Now. it seeL to me that is a reasonable position on which reasonable 

“TnTe Md'of social security, the President has, as you know pressed 
his desire to build upon the structure which he found, to expand the cover- 
' age, to try to bring benefits up in line with the depreciated buying power 

the dollar, and to make certain other improvements, , . 

, In the field of unemployment insurance, he has also _ . P 

' posals to try to strengthen those excellent programs that were in existen 

jobs in industry and business are dependent on markets: abroad. ^ 
forward withthat policy, as I said before, the President c: seetogtoWance 
the necessity of being courageous with the necessity of ogmzmg 

Xlthe President has decided^ 
time ts come to stop sweeping the problem under the 
sohre our surplus of farm products with mirrors abroad He ^ -ade a 
orooosal to the Congress which I think economists will agree recognizes 

zzl** p» " 

the composition of production in this vital industry. He had ^made a pro 
posal which seeks to move production into consumption not m* 

storage I think he is acutely aware and very much concerned that a con 
tinuation of ignoring the problem, trying to build up a solution ontiieW 

of mutually reenforcing dilemmas just isnt goo en g • 

which will take place in the Congress wfil seek to try to find a w y y 
, cannot move rapidly on a problem of this complexity and of *is wide- 

spread character-to seek to move gradually in a direction wh«:e Re pro- 
duction of our great agricultural industry will be ra P, 0n " 
markets and will be able to respond to it in a way which wiU *swe 
farmer a fair chance to compete against other parts of the economy. 
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Remarks of Arthur F. Bums, Chairman, 
Council of Economic Advisers 

Governor Adams and Governors of the States I have been asked to ^ke 
some remarks this morning on the activities of the Conner of Economic 
Advisers and on the current economic outlook. Before I tmloj 
double-barrelled assignment, I should like to say a / ew , w ”* 

Employment Act of 1946, which is the statute under which the Counol 

act, as you know, was the outcome of a prolonged discussion within 
andoutside the halls of Congress. As World War II approached iti end 
great fears were expressed by many that demobilization^ harmed 
Forces and sharp cutbacks in the production of military 

lead to mass unemployment such as characterized the A a " k ‘“' 

Although this view was not shared by all students of economic affairs, there 

was a broad concensus that storms of business depression must not be 

allowed in the future to run their own course, that the Federal 

had a responsibility for helping to maintain economic stabdity, and that the 

Government would have the best chance of promoting this 

proceeded systematically instead of trusting to improvisations under 

conditions of an emergency. , , ^ r 

With these thoughts in mind, the Congress established a Council of 
Economic Advisers in the Executive Office of the President. The Congress 
directed the Council to make continuous studies of current and emerging 
trends in production, employment, and the flow of incomes to the people, 
to appraise the myriad activities of the Federal Government from the view- 
point of the contribution that each makes to the atmnmcnt of maxmiu 
production, employment, and purchasing power under conditions of free 
competitive enterprise; and to advise the President on economic policies 
that seem likely to foster a stable prosperity in our country. 

One of the earliest acts of President Eisenhower, after he assumed his 
office in January 1953, was to direct that a study be undertaken of the ways 
in which the Council of Economic Advisers has functioned and of the _means 
whereby its effectiveness might be increased. 1ms study disclosed that he 
Council was handicapped in two respects: First, under t e aw, eac ^ 
three member* of the Council had identical powers and this division of 
responsibility interfered with the efficient management of the Council s 
activities. Secondly, no regular machinery existed whereby the 
that goes on constantly within the various departments an agencies in 


executive branch could be brought to 
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the Chairman. j H, feet— namely, the want of machinery for inte- 

I ■* > 

Government. , a. 1aw the Council works with its 

| In performing its functions ’economists, statisticians, and 

1 own staff, which includes approximate! ^25 ' need arises , upon 

clerical aids. The Council raws 10 The Council also works closely 

expert consultants outside o . of ^ Federal Government, 

with the economic departments tin . g through the Advisory 

by consulting directly with ^ through a staff committee which 

Board on Economic Growth and StabWh _g ^ interagency 

includes the top economists o e ^ q£ these is devoting itself 

task forces of which six are now m 0 P er ^° . concerning themselves 

to the subject of low income families; the others works , 

with Federal credit aids to private and policies. 

local unemployment, and mone ry tine of the country, the Council 

In order to draw on the best economic agriculture , 

srspr- - rr , 'ssztxsz 

The President submitted his first report t ^ Turning 

1 Exactly 3 months have economic situation, 

to my second assignment, na President’s Economic Report as 

I shall take the conclusions reached m the r 

1 my point of departure. dec u ne in economic activity 

This report condud d that ^ as a whole 

began to appear early in 195 , • Tul a gradual but per- 

continued to increase " ntl ^ ^rall extent If the contraction was 
sistent contraction set in Whtie wide range of activities, 

small, it had spread by tin. ,em .. ^ ^ . decline dial began 

Apart from agriculture, wh manufacturing industries, 

in 1951, the contraction was fdt k , The economic 

«*«“ - ^‘^^^^ntictuaticn, meaning 
SrSTSXr tSe'ffi ‘the Nation’s total output of goods ano 
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services was the result, preponderantly, of a decline in inventory purchases 
by business firms. In other words, apart from inventory purchases, the 
community’s expenditure on goods and services was being rather fully 
maintained. The report went on to state that, except for the defense goods 
industries, the decline in inventory spending was largely a passive adjustment 
to current sales rather than an anticipatory adjustment to unfavorable sales 
expectations. 

The report warned, however, that an inventory fluctuation must not be 
viewed with complacency, since a movement of this kind is capable' of | 

spreading to’ other categories of expenditure and thus could bring on a 
spiraling contraction in business activity. Hence, the report concluded, 
prudence required that immediate steps be taken by the Congress — and I 

these have been outlined to you by Dr. Hauge — to stimulate the expansive 
power of individual enterprise and to protect and strengthen the forces of 
economic stability. 

These, in very brief compass, were the major conclusions reached in the 
Economic Report. Since that time numerous changes have occurred in 
our economy, and a reappraisal, while it must be brief, is clearly in order. 

Let me say, first of all, that the contraction under way since last July is, 
as of today, still a minor decline on any overall basis. The current economic 
decline is even smaller than the contraction of 1948-49, which is generally 
regarded as one of the very smallest movements of this type in our history. 

Take, for example, the gross national product, which is simply the dollar 
value of the Nation’s total output of commodities and services. The total 
output has declined thus far by about 3.5 percent. Over a period of corre- 
sponding duration, during the 1948-49 movement, the decline was a little 
larger, 3.8 percent. 

Or, let us look at the evidence concerning employment, that is, the 
number of men and women employed in nonagricultural establishments. 

Here the decline since July 1953 has been around 3 percent. Over a period 
of corresponding duration, during the 1948-49 movement, the decline was 
3.7 percent. 

Let us examine, next, personal income — that is, the sum of individual 
incomes in America. That magnitude has fallen less than 2 percent since 
last July. The corresponding decline in the 1948-49 contraction was 4.3 
percent. 

Or let us take note, finally, of the disposable personal income, which is 
simply the sum of individual incomes minus the amounts paid by individuals 
m income taxes. This magnitude — and it is, of course, a very critical mag- 
nitude — has diminished by less than 1 percent since last July. The 
corresponding figure for the 1948-49 movement is 3.8 percent. 

I could go on and supply additional evidence along these lines, but I think 
that the figures 1 have cited are sufficient to show that the current contrac- 
tion has been even milder on any overall basis than the contraction of 

1948-49, when observed at a correspond^ : 


Let me say, next, that while the contraction until the end of 1953 was 
almost entirely an inventory movement, in the last 3 months the decline in 
Federal spending on national security, has materially reinforced the con- 
tractive pressures within the economy, and that a further reinforcement, 
though a slight one, has come from the side of consumer spending. In the 
meantime, expenditures on housing and on business plant and equipment 
have been maintained at or close to the peak levels reached in 1953. On 
balance, in view of the spread of the contraction in recent months, it is 
clear that there has been some deterioration in the industrial sector of our 
economy. 

The degree of the deterioration is not revealed fully by broad aggregates. 
From July 1953 to March 1954 employment in nonagricultural activities 
has declined approximately 1,600,000 or a little over 3 percent, as I stated 
earlier. The brunt of the decline has been borne by manufacturing indus- 
tries, where employment has fallen 7 or 8 percent. The decline in manu- 
facturing, in turn, has been preponderantly concentrated in the durable 
goods sector, where employment has fallen around 10 percent. Further, 
if we confine attention to “production workers” and allow for the reduction 
in the length of the workweek as well as for the number employed, we find 
that the decline of employment in the durable goods sector of manufactur- 
ing has been approximately 15 percent. 

Thus, while the decline of economic activity on an overall basis has been 
rather small, this decline has had a serious impact on workers in certain 
industries — in our steel mills, automobile factories, metal mines, ordnance 
establishments, railroad equipment shops, shipbuilding yards, and various 
of the machinery trades. And since the geographic distribution of these 
industries differs considerably, the economic contraction under way since 
last July has left some regions nearly undisturbed, and yet has created real 
trouble in others. 

It appears that the decline in industrial activity has considerably abated 
in recent weeks. Unemployment has leveled off. Steel output is no longer 
declining. The agricultural implement industry and the automobile in- 
dustry are showing some vitality once again, and so are many of the soft 
goods industries. However, there is no persuasive evidence as yet that the 
economic contraction has come to a close or that an economic recovery is 
definitely under way. 

I have concentrated on changes in industrial activity in the recent past. 
When we turn next to such records as exist of the plans and expectations of 
the business community for the future, the economic picture brightens con- 
siderably. In the fall of 1953 the McGraw-Hill Go. made a survey of the 
expenditures that manufacturers planned to make in 1954 on new piant and 
equipment. In the last 2 or 3 weeks that survey has been repeated. The 

ciA-RDP^dl^^Wd618S8¥) ! ffe?? nufacturers ’ ex P ectations which ver v en - 
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couraging. Whereas the survey made in R#PJSlfell^@%ft)3/07/29! 

of some thin g like 8 percent in planned expenditures, the new survey shows 
no decline at all. 

Furthermore, construction contracts have of late been booming. In 
January of this year, contracts ran 7 percent above a year ago. In February 
they were 20 pecent higher; in Mach 13 percent higher; and the first half 

of this month, 1 7 percent higher. 

Construction contracts are, of course, orders to construction enterprises. 

But it appears that orders to manufacturing firms have also risen recently. 

Orders declined materially during the second half of 1953, and reached a 
disturbingly low figure in January of this year. Since then, orders have 
picked up on a broad front. The orders flowing to our manufacturers for 
durable goods and other types appear definitely to be increasing once again. 

These advances in the market for real investment goods are reflected 
also in financial markets. Stock prices have risen continuously since Sep- 
tember. Indeed, they are presently at least 10 percent higher than in July 
of 1953, when business activity was at its peak. Bond prices in all cate- 
gories have also been rising, and the rise has been exceptionally large, when 
judged by historical standards. To take one instance, the 3J4 percent Treas- 
ury issue, about which so much was heard a year ago, went to a discount 
shortly after it came out. At the present time it is selling at a handsome 
premium of some 9 or 10 points. 

It is well to note also that during the entire contraction, commodity 
prices have been well maintained. Of late they have shown some tendency 
to increase. Industrial prices this March were almost at the same level as 
in July of 1953. Farm prices and prices of basic commodities generally 
were a little higher, perhaps 2 to 2.5 percent higher. 

Taking, then, the economic picture as a whole, we find very uneven 
developments in recent months. The industrial sector has shown some 
deterioration, although there are signs, as I mentioned, that the deteriora- 
tion has abated. The financial and investment sector, on the other hand, 
has been showing extraordinary strength. This dissimilarity in behavior 
cannot be expected to continue. In the near future we shall find either 
the financial and investment sector accommodating itself to the industrial 
sector of the economy, or else the industrial sector accommodating itself 
to the recent movement of financial and investment markets. Which of 
these two types of adjustment is in store for us, no one can assert with cer- 
tainty. The extraordinary turn of financial, investment, and commodity 
maiLets, when read in the light of the history of business cycles, justifies, I 
think, a feeling of confidence that industrial recovery will soon be under 
way. * However, we must remember that the art of economic forecasting is 
i-vt rent ply uncertain and imperfect. Therefore, economic policy must be 
shaped with a view to building an ever stronger America and with a view 
to meeting such contingencies as may arise in the process. 
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It mav be hoped, for this’ reason, that tfte congress win enact » -7 
■RDP8pSp e 1 a|eg^paaO^Qai&<3id e d by the President; also the housing 

bill, the social security bill, the unemployment insurance act ^ d oth “ P a 
of the Presidents economic program. It may be .hopei.^also, that the 
States will take their rightful place in strengthening our Nation s economic 

leasing unemployment compensation benefits, by advance planning °f 
“Sr by 3 facilitating the formation of neighborhood conservation 

tots for urban renewal, and in such other ways as may recommend 

themselves to the judgment of their citizens. • 

Thank you very much. 
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Remarks of Charles E. Wilson, j 

Secretary of Defense 

i 

Governor Adams, Governor Thornton, gentlemen, it is a pleasure for me j 

to be here today and to talk to this Washington Conference of Governors 
in regard to the Defense program and some of our problems. I have asked 
that each of you be given a copy of the semiannual report of the Defense ( 

Department. I think you have it before you. Following my remarks I 
would be pleased to answer any questions that any of you may care to j 

ask me. ! 

Knowing of your interest in Reserve, National Guard, and ROTG affairs, j 

1 have asked Dr. Hannah, who is our Assistant Secretary of Manpower and j 

Personnel, to come along and take part in this question period. 

When I appeared before the Appropriations Committee of the House and j 

Senate a year ago, I stated that during the summer and fall of 1953 it was 
planned to take a new look at the entire defense picture. I can say now 


CIA-RDP80B01676R001 00003001 6-3- . ... , . 

Second, the integration of new weapons systems into military planning 
creates new relationships between men and materiel which emphasize air 

power and permit economies in the use of manpower. . , 

Third, these new concepts require maximum mobility of action upon e 
part of all our Armed Forces and, therefore, require the reassembly of opr 
strategic reserve forces as dictated by world conditions and their mainte- 
nance in a high state of readiness to cope with any possible acts of aggression. 

Fourth, our national defense must rest on the most economical and nwbile 
use of trained manpower. Since a professional corps of trarne^ officers 
and men is the teacher and leader of our Armed Forces, wemusttake steps 
necessary to create conditions of morale and security which will retain m 
the career service the required numbers of long-term personnel. 

Fifth the foundation of an effective defense program which must be 
maintained at a high level of readiness for an indefinite period of time 
is an industrial mobilization base which can be converted swiftly from 
partial to all-out mobilization if that unhappy course of action is forced 

P Sixth, the President placed emphasis on a strengthened plan of continental 
defense which includes provision for an improved early warning of enemy 
attack and the men and materiel to man die radar outposts, mterceptor 
i *i~ other units of our air, naval, and land 


without reservation that this intensive study has been made and that great 
and encouraging progress has resulted from the reexamination and reorien- 
tation of our military program. I do not claim that all the inefficiencies 
and waste in our defense activities have been eliminated nor that all of 
our objectives will shortly be achieved. Improvement must be a continu- 
ing process. While we must have plans and programs for the long pull, 
we must always be ready to take a new look at them when world conditions 
change, or new scientific and technical developments indicate the desira- 
bility of making some modifications in our military and strategic plans. 

In his message to the Congress early this year, President Eisenhower well 
stated the basic philosophy underlying our whole national security program. 

He stated, “Since our hope is peace, we owe ourselves and the world a 
candid explanation of the military measures we are taking to make that 
peace secure. As we enter this new year, our military power continues to 
grow. This power is for our own defense and to deter aggression. We 
shall not be aggressors, but we and our allies will have and will maintain a 
massive capability to strike back.” He made six essential points which 
underlie the more important considerations in our defense planning, the 
substance of which I would like to reemphasize. 

First, while we are determined to use atomic power to serve the usages 

f .... . ..Ml z.U. o,,T. rrw-kiirirttr flnrl riri r»<r r*f 
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nuclear weapons and the most effective means of using them against an 
agressor if they are needed to preserve our freedom. We would propose 
sharing with our allies certain knowledge of ^pr^^ClP^W l R^1^B^-2003/07/29 


forces devoted to this task. 4 

These basic concepts are the foundation of our Nation s defense program. 
This program is built around new military plans recommended by the 
Joint Chiefs and approved by the President following consideration by *e 
National Security Council. While these plans were developed by new 
Joint Chiefs appointed last August, a review of our military stra * e SV ^ 
indicated and would have been undertaken no matter who our Chiefs of 
Staff might have been. Our new program is a naturalevolution from 
crash program that was adopted following the beginning of hostilities in 
ZL U recognizes the need for the long pull and that we must continue 
to maintain our military and economic strength over a long penod. 

The atomic age has forced us to recognize that oceans and the control 
of water near our shores in themselves no longer prevent invasion or senous 
destruction in our country in the event of all-out war. Hence, we tatt 
about and plan for continental defense, civil defense, and our ability 
deter war through the threat of massive and effective retaliation. 

Our military plans, therefore, call for some shift in emphasis toward 
airpower and new weapons. It, of course, does not mean that t-.e re.ative 
strengths of any of the military departments can be radically reduced. In 
the absence cf actual shooting, the potential strength of the Army must 
... rWr*>e rm a sound reserve plan. I thought you might 

be interested in how the force level of military persoimei v>c o 

to attain at June 30, 1954, and at the end of fiscal 1955 compare with th 
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, Actual Projected 

June 30 , 1953 June 30, 1954 June 30, 1955 

Army 1,533,800 1,407,200 1, 172,700 

Navy . .. 794,400 740,600 688,900 

Marine Corps .249,200 225,000 215,000 

Air Force 977,600 955,000 970,000 

Total 3, 555, 000 3, 327, 800 3, 046, 600 


In order that you might get some measure of the effect of this change in 
force levels on major combat units, I thought I would give you a comparison 
of them: 

ARMY 

June 30, 1950 June 30, 1953 June 30, 1955 
{start of {end of {present 

Korean war ) Korean war ) estimate) 

Divisions 10 20 17 

Regiments and regimental combat 

teams 12 18 18 

Anti-aircraft battalions 48 114 122 

NAVY 

June 30, 1950 June 30, 1953 June 30, 1955 
{start of {end of {present 

Korean war) Korean war) estimate) 


Warships 237 409 404 

Other ships 363 720 676 

Total active 600 1, 129 1, 080 

Carrier air groups 9 16 16 

Marine divisions 2 3 3 

Marine air wings 2 3 3 

Active aircraft inventory 9, 099 13, 308 13, 191 

AIRFORCE 

June 30, 1950 June 30, 1953 June 30, 1955 June 30, 1957 
{start of {end of {present {present 

Korean war) Korean war) estimate) estimate) 

Combat wing 42 90 107 126 

Troop carrier. 6 16 13 11 

Total wings 48 106 120 137 

Active aircraft inventory. . 12, 295 18, 4l2 z2, 927 24, / iu 


That essentially is our military program. 

The new funds for our Nation s defense program currently being re- 


RD {a§o^of 1 fecafyear 1 f^$§fl?<§nints were the end of the Korean war, the 
strength of the NATO nations, the greatly improved and ex- 
panded ROK army, the excess funding during fiscal year 1954 and prior 
fiscal years of which portions are still available for 1955, and the increasing 
efficiency and greater application of sound business methods within the 
Department of Defense. J 

Our estimate of expenditures for fiscal 1955 was influenced by our new 
mili tary program and the commitments previously made ; under earlier 
appropriations. The fact that we are still in the buildup stage in seme of 
our military activities requires expenditures at somewhat higher rate than 
will be true when the program levels off. This is the reason' that estimated 
expenditures for fiscal year 1954 will exceed new money authorized for the 
same period by approximately $7.8 billion. And the expenditure we esti- 
mate for fiscal year 1955, will probably exceed the new funds granted for 
that period by about this same amount. The estimate of the expenditure 
rate for the fiscal year 1955 is approximately $37.5 billion. I am speaking 
of Defense Department’s program itself, and I do not include any military 

assistance. n.- * *■ '■■■» 

With expenditures estimated at $37.5 billion for 1955, they will be $4 
billion less than expenditures for fiscal year 1954, which are estimated to 
be $41.5 billion. And I am sure we will come very close to it. This 
amounts to a reduction between fiscal 1954 and 1955 — a planned reduc- 
tion — of a little less than 10 percent. This change in our rate of expendi- 
tures should not in itself be sufficient to importantly affect the overall 
economy of the country. All of our military programs and the forecasts of 
money required to carry them out are subject to change. The next few 
months are obviously critical ones in world affairs, and what happens in 
Europe and Asia during this period may force a soul-searching review of 
our specific policies, plans, objectives, and expenditures. • 

The duty of the Defense Department is to provide a sound defense for our 
country. We must achieve this by obtaining maximum combat effective- 
ness for every dollar made available by the people through their Congress. 
There are three distinct methods of achieving economy in military affairs. 

First, there is economy in planning— what some planners call economy in 
forces. By this we mean devising a strategy which permits the selection of 
those force elements and weapons systems which provide the greatest combat 
effectiveness at the lowest cost in manpower and resources. This is prima- 
rily the job of the Joint Chiefs, who, on the basis of State and national pol- 
icies and objectives, evaluate the capabilities and potential aggressors and 
deyise the most effective strategy to meet such conditions. Economy in 
forces is reflected in the carefully considered, long-range plans of the Joint 
Chiefs of which the fiscal year 1955 phase is reflected in our current budget 


quested from Cungress, arc importantly influenced by the new military pro- 
gram. Improved weapons and a greater reliance on expanded airpower are 
additional major factors. Other considerations whichever into the formu- ___ 
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Second, there is economy in programing. By this we mean the provision 
of the pr_p nf TSUDPfifh forces apd resources such as manpower, materiel, and 
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bases required to maintain the degree of combat readiness and effectiveness 
to implement the strategy we have adopted. 

Economy in programing is receiving the concerted and conscientious 
effort of the military and civilian members of the defense team. They are 
examining and validating all planning factors and procedures used in the 
computation of manpower, materiel, and construction. They are deter- 
mining peacetime stock levels and war reserve requirements. These reserve 
requirements include both trained personnel and plans for quickly training 
others, both stockpiled materiel and capacity to quickly achieve mass pro- 
duction of great quantities of all military products if required. Men, ma- 
teriel, bases, activation of new organizational units, training rates, activity 
iates, deployment — all must be projected 2 and 3 years into the future and 
must be kept in balance. 

Third, there is economy in operation. This relates to the execution of 
the plans and the accomplishment of the programs that have been laid out 
and that are reflected in the annual budgets. This is the area which has 
received the most public attention and at which most of the criticism of 
waste and inefficiency have been directed. Many hundreds of thousands 
of men and women — literally millions of them — have been in and out of 
the armed services. Each of them has seen some waste of his own time or of 
someone else’s time, some waste of material or something done that they 
realize could be done better. No man really likes to waste his time. He 
will do it and collect his money, but he would rather feel that the money 
he is being paid is being earned. He would like to feel his personal efforts 
are not being wasted whether he is a janitor, a top technician, a private, or 
a general. He would like to feel that personally his efforts are being appre- 
ciated and he is accomplishing something. Economy in operation, par- 
ticularly, requires the interest of many hundreds of thousands of men and 
women in the services. Steps are being taken to encourage and cultivate 
this important type of cooperation. 

Therefore, when we say that our objective is to achieve more defense for 
every dollar spent, I would like to emphasize to all of you that we expect to 
do this by making intelligent savings through economy in forces, economy in 
programing, and economy in operation. These factors apply no matter 
what our defense program might be. The Chiefs of Staff and their prin- 
cipal assistants have the major responsibility for economy in forces. The 
civilian secretaries and their assistants, together with the top military people, 
have the responsibility for economy in programing, and every member of 
the defense organization has some responsibility for economy in operation. 

We have improved the effectiveness of the civilian personnel farther 
down the line We know we have because we were getting along with over 
160.000 civilian's less in Taruiarv iroar flran trn 

year. Progress along this line is continuing, and I was just informed this 
morning that the last month for which figures are now available, that is 
for February of this year, there was a 0003/07/29 
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1 total reduction now stands at 168,049. We have done this in an orderly 

■ banner by not filling vacancies and by moving people around a bit and see- 

1 mg that they have enough to do. I am sure that we have not hurt the 

j effectiveness of the organization one bit. In fact, I feel sure it has been 

i improved. \ . . 

j We are down some in military personnel, also. Improved utilization of 

manpower permitted a reduction of 170,000 military personnel between 
January 1953 and March 1954, while at the same time building up the 
effectiveness of our units. Considerable improvement has been made with 
respect to the more effective utilization of military personnel. The overall 
percentage of nonoperating forces has been reduced from approximately 
44 percent as of September 30, 1953, to 39 percent in our planning for fiscal 
1955. A further saving of 70,000 personnel from March to June of this 
year is anticipated. This more effective utilization of both civilian and 
military personnel together with what has already been accomplished in the 
last year will save the United States taxpayers almost $2 billion a- year. 
Some shifting and a further reduction in total military personnel is still 
called for by our plans for 1955. r ‘ > J . 

I would like to mention briefly some of our current problems. We have 
the problem of security risks. I suppose everyone that can sneeze knows 
that. A person is a security risk if, based on all the available information, 
his employment or retention with the Federal Government is not clearly 
consistent with national security. Security risks with loyalty connotations 
are the ones that especially require judgment and careful appraisal. Some 
i such persons while not card-carrying Communists can be listed as fellow 

travelers or security risks. A security risk is not necessarily a proven dis- 
loyal, subversive, or treasonable person. People must be treated fairly, but 
tile national interest must be paramount. After all, fundamentally it is a 
privilege and not a right to work for the government. The American 
! people do not believe that security risks should have places in government 

J where they could be used by the world’s Communist conspiracy to under- 

mine our Government. Above everything else, Americans do not want 
such people in their military services. 

We have the problem of improving our reserve and our reserve planning. 
The House Committee on Appropriations in its report released in the last 
few days had this to say about our reserve program, that is as it stands at 
the minute. A serious weakness of our mi l i tary makeup is the absence of 
an effective reserve program. Obviously, the Nation cannot afford, nor is it 
desirable, to maintain a regular military force of a size adequate to cope with 
probable emergencies. While the situation may. improve somewhat during 
the ensuing fiscal year, reserve force goals have not been met during the last 
several years. Most of the reasons foi tills lag appear tc be known to the 
Department. Bottlenecks of the program must be eliminated and incentives 
to serve in the reserve should be developed. Fund requests for the various 
: CIA-RDI?^ei^2|^1^Qa9fl1^*oved substantially as presented. Of a 
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total of approximately 2.25 million ip the reserves at the end of December 
1953, nearly 619,000 are in drill-pay status. We must also have a sound 
ROTG program, and in fairness to all young men in our country, have it 
well understood and established and make Ettle or no change in it over a 
period of years. The Selective Service Act under which we operate expires 
June 30, 1955. We are working on this whole problem of military service 
and how we handle our reserves. ^ 

We have the problem of career service in the military establishments. 

I might mention the fact that with say 3 million men in uniform .and a 
2-year service requirement for drafted people, if we drafted all. available 
people every year on a 2-year cycle, it would take 750,000 to give you a 
million and a half. If you say that the average of your career people is 
going to be 10 years, you have a million and a half enlisted people in the 
longer cycle. Just to replace them every 10 years would take $50,000. So 
you have 900,000 men that have to enter the service every year and that is 
all the young men there are in this country becoming of military age. 

So that is part of the program. . ' 

Now it is a much more effective thing for the Nation, and the cost 
is greatly reduced, if the turnover in military personnel is low. So a military 
career must at least be made desirable enough to attract and keep compe- 
tent officers. We must also have technicians and experienced people who 
enlist for a period of more than 2 years. Our modem weapons and the 
problems of maintaining them and effectively using them have gotten to be 
so complex that men must have training and experience over a longer period 
of time to properly carry out their duties and responsibilities. 

We also have the problem of maintaining the mobilization base which 
is our industrial potential to produce weapons of war if they are needed. 

Since we must maintain our military strength, including our industrial 
potential over an indefinite period of time, we must have plans to maintain 
this base when the orders run out or are importantly reduced. 

When I first came down here I immediately sensed that the planning 
had been focused on a date of maximum danger and that little or no 
planning had been done as to how we would maintain a mobilization base 
if we didn’t have a war and if we didn’t have the requirement to produce 
all these billions of dollars of materials. We must now have a plan that 
maintains this capacity to produce in a state of readiness, to produce even 
though it is not running at anywhere near its capacity. ‘ . 

The Defense Department is stili working on the big problem of organiza- 
tion, including the military services. We have a tremendous organization 
of almost 5 million people, including the civilian and the military depart- 
ments, and we are still working on the problem of strengthening and making 
mere effective the organization here in Washington and in the Pentagon. 

By improving the organization at the top, by clarifying the lines of authority 
and responsibility, we know that we can- greatly improve the utilization of 
manpower farther down in the oiganiz^3 roved For Release 2003/07/29 


Nation with a sound defense program. ;.HU , 
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| like to' pay tribute to Secretary Wilson and Deputy Kyes for providing us 

j for the first time in the history of mobilization planning with the require- 

| ments for 1,000 major military end items that -we would need in the event 

of all-out mobilisation. Now, those 1,000 major items would account for 
80 percent of our expenditures for military hard goods if- we should become 
involved in all-out war. We are now taking requirements for the 1,000 
items, and, in cooperation with the Department ' of Defense,- translating 
those into materiels requirements. Then from the Department of Com- 
merce and the Department of the Interior, Defense Transportation Admin- 
istration, and other similar agencies, we are obtaining information as to 
what the defense or war-supporting requirements would be and also what 
the rockbottom civilian requirements would be. Then, with that require- 
ments information available, we are balancing it over against our supply 
information, and in that way identifying our gaps as far as plants, equip- 
ment, mat&iels, et cetera, are concerned. 

But not only do we need to know what the gaps are iri our mobilization 
base, obviously we have got to have our on-going program designed to fill 
in the gaps in our mobilization base. As some of you know, the Govern- 
ment over a period of the past few years has been working against about 242 
expansion goals. Those expansion goals are nothing more or less than the 
gaps in our mobilization base. v ' . ■ ■ - " 

We made a review of those goals 2 or 3 months ago. On the basis of 
that review, we decided that we had closed the gaps in 140 out of the two- 
hundred-and-forty-odd areas. The remaining 90 to 100 are the areas on 
which we must concentrate in an effort to close the gaps. \ 

Well, what kind of programs are under way in an effort to close the gaps, 
in the mobilization base? First of all, as you know, over a period of the 
past few years, the Government has been saying to private industry, “If you 
will back an investment in plant and facilities and equipment that will help, 
to close these gaps, we will give you a rapid tax amortization over a period 
of 5 years.” It is interesting to f note that the rapid /tax r amortization that 
has been given up to the present time totals about $17 billion. The proj- 
ects involved in that rapid tax amortization will represent investments of 
around $29 billion. We are not granting tax amortization certificates aS 
rapidly as was the case immediately after the outbreak of hostilities in- 
Korea, but we are still in business. We are still spotlighting those 90 to 100 
expansion goals where the gaps have not been closed. For example, during 
the first quarter of this year we granted tax amortization certificates totaling 
half a billion dollars. That contrasts with a billion-and-a-half a year ago, 
so that it gives you some idea of the declining curve. But we are continuing 
to say to industry, i; tt you are willing to come in and make capital invest- 
ments, then your Government is willing to provide you with some incentive,” 
and we intend to continue to emphasize that program. 

: CIA-RDP80B01676R001 00003001 6-3 


Remarks of Arthur S. Flemming, 

Director, Office of Defense Mobilization 

I am very happy to have the opportunity of discussing informally with 
you some of the problems that face us in the defense mobilization field. I 
am sure that the members of this group are fully appreciative of the setting 
in which we carry forward our defense program. I would, however, like 
to underline three aspects of that setting that we feel we must keep in mind 
as we participate in the operation of the present program and as we plan 
for the possibility of a stepped-up program. And those three aspects have 
been underlined very effectively by the President in three specific state- 
ments. The first one was a statement that he made last May, when he 
said very simply, “We are in an age of peril.” The second was in the 
statement that he issued on October 8, 1953, when he said, “The Soviets 
now have the capability of attack on the United States, and that capability 
will increase with the passage of time.” The third was in his State of the 
Union message, when he said, “We shall not be aggressors, but we and our 
allies have and will maintain a massive capability to strike back.” 

Proceeding from these three premises, we believe that, first, the current 
mobilization program must be kept at approximately the present level; 
second, that we must be prepared for the possibility of our becoming in- 
volved in an operation such as the one we undertook in Korea; third, that 
we must be prepared for the possibility of our becoming involved in an oper- 
ation such as the one in Indochina, if the Chinese Communists should 
intervene directly; and, finally, we must be prepared for the possibility of 
general war. All of this means that there are certain specific objectives 
that we feel that the Nation must keep in front of it at all times. 

The first objective is one that Secretary Wilson has already touched on 
but that I would like to discuss with you in just a little bit more detail, and 
that is that we must develop and maintain a strong mobilizaion base. Now 
to us, this means that we must have available that combination of facilities, 
production equipment, and skilled workers, that together with any stock- 
pile that we may have of military weapons, will enable us to meet rapidly 
accelerated wartime requirements. I am sure all of us recognize the fact 
fb Rt we have to place a great deal of emphasis on those words “rapidly 
accelerated." 

Now here are the things which it seems to me that we as a nation must 
do if we are going to achieve the objective of having a «tmng mobilization 
‘ J “ Ee ; of obviously, we need to know what gaps we have in the 
mobilization base and if we are to know what the gaps are, we have got to 
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private industry making capital investments. In some instances, it is going 
to be necessary for the Government to provide additional incentives. For 
example, I t hink it is known to many of you that we have some rather serious 
gaps in our tanker program. We just don’t have enough tankers to deal 
with a situation that would confront us if we became involved in all-out 
mobilization. And so, the executive branch of the Government has gone 
to the Congress and said to the Congress, “We would like authority, we 
would like funds for a trade-in and build program, a program under which 
some existing tankers would be traded in, new tankers would be built, of 
greater speed, and of far greater effectiveness than our present tankers.” 

The Senate has already approved that program, and undoubtedly the House 
will approve it before this session of Congress adjourns. 

Now, of course, that is not only going to help us close the gap as far as 
the tanker program is concerned, but it is also going to help us to maintain 
our mobilization base as far as our shipyards are concerned, because, as all 
of us know, we are up against some rather serious problems in that particular 
area. 

Wherever we have gaps that cannot be filled, as a result of private invest- 
ment without some help and assistance from the Government, we will 
identify those specific programs, and we will go to the Congress with specific 
requests. 

But not only must we know what the gaps are in our mobilization base, not 
only must we develop the programs that are designed to fill those gaps, 
but, as Secretary Wilson indicated, we have got a real problem of maintain- 
ing the mobilization base. And it is a new problem as far as our country 
is concerned. We have been accustomed to building up a mobilization base 
in order to deal with an emergency and then permitting it to distintegrate 
once the emergency was over. Now we are up against a situation where I 
think all of us recognize the fact that it is absolutely essential for us to main- 
tain this base that has been developed over a period of the past few years. 

Well, how are we going to do it? There are those who seem to think that 
the only way in which you can maintain the base is through the device of 
placing orders for current production. Obviously, if we are dependent on 
that for maintaining the base, we just are not going to maintain it because 
the production curve for military end items is down, should be down, and 
we hope it will continue to decline. We hope that the world situation will 
not make it necessary for that curve to start moving up again. So, conse- 
quently, we just can’t count on orders for current production in order to 
maintain the mobilization base. We have got to get at it in a far more basic 
and fundamental manner. 

We feel that it is absolutely essential for the Government to get itself in a 
i»»iuOii where it will ciiici ii*lv contract* v»*th private management for 

what might be referred to as standby programs. That is, contracts with 
private management which will insure the fact that the facilities and the 
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jduction of defense items will not only be 
Stored talMra® should become necessary for us to move 

into all-out mobilization, we could convert very quickly. 

Now in the past, after World War II, the Government took its Govern- 
ment-owned tools in some instances, and leased them to private industry, 
and in doing so, it broke up valuable packages of tools. In other instances, 
it stored those took in Government warehouses and then forgot all about 
them, and when we went back and tried to use them after the outbreak of 
hostilities in Korea, we found that it was virtually impossible to do so. We 
are determined not to get into that kind of situation again, and so we ve 
issued orders to the effect that the packages of machine took that are owned 
by the Government should remain intact, that they should not be leased to 
private industry, that they should be stored in warehouses right alongside of 
the plant where they would be used in the event of all-out mo tion. 
We have also issued instructions to the effect that those took should not only 
be stored but that they should be maintained and should be modernized. 

Now that k one part of the standby program, but an equally, and in fact 
to mv wav of risking a more important part of the standby program, is to 
work out contracts with management which will insure retaining on the job 
hard cores of management, engineering and skilled personnel that would be 

• available in the event of all-out mobilization. Wen. you say How do you 

do that? Are we just going to have them sitting by without anything to do. 
Of course not. In some instances it may be possible to mamtam a single 
live or hot production line and, of course, that is the : m«t desiraUe sitaad on 
if it is possible to do so. In other instances it ought to be possible to enter 
into contracts with management under which management agrees to use 
thk hard core of personnel for the purpose of maintaining and 
the took and the equipment, and to make them available for tr ain g 
programs, so that they can be brought up to date on the most rec 

d6 SX re kn’t any doubt in our minds at all but that if we can develop 
a program for the maintenance of the mobilization base along that line, 
instead of our sitting around and waiting for 9 months to get a pMi* 
item into production, we ought to get it into production m a period of 3 or 4 
months. We feel that the Government should spend money m orde 

the base by entering into contracts with management along e 

lines that I have just indicated. ' ,. , 

Then, our current production would be more or less of an extra dividend. 
Of course, current production helps in the maintenance of the mobilization 
base, but we can’t start with the idea that we are going to ^ntain the 
base through current production. We have got to start with the idea that 
we are going to develop a comprehensive program for contracts with man- 
agement which will result in keeping cur mobilization base in standby 

~ . . i ...» rU m t*** wav of current piouu«,ut>*i 

condition; and men -a.. ^ - 

becomes an extra dividend. 
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Not only must we identify these gaps anc^6«^W^^g2fi93/07/29 
designed to close the gaps, and not only must we maintain the base, but it. is 
also, I am sure, clear to all of us that we must do everything we possibly 
can to protect that base. That is why we have been interested in dispersal 
programs. That is why we won’t grant a rapid tax amortization certificate 
to a company that intends to build a defense plant until it; agrees to. comply 
with dispersal standards. Now there are, times, of course, when it is impos- 
sible to comply with dispersal standards and under those circumstances 
an exception is granted. As you will recall, I said a few minutes ago that 
we granted rapid tax amortization certificates totaling $ 1 7 billion. If you 
take the certificates within that group calling for investments of a million 
dollars or more, 80 percent have complied with the dispersal standards. 

Now you know what those dispersal standards are. You know that there 
are local dispersion committees in many of our large cities. Those com- 
mittees are made up of representatives of management, labor, and the 
public. They identify the areas of population and industrial concentration 
and then in effect draw a circle around those areas, and then we say that 
new plants should be located at least 10 miles beyond the perimeter of 
those circles. 

But not only must we be interested in dispersal, we must also be interested 
in those plants that have to stay right in that heart of critical target areas. 

As far as those plants are concerned, we are very much interested in protec- 
tive construction. In fact, we have said that if there is a defense plant in a 
critical target area, and if the management decides to make an investment 
in protective construction, we will grant a rapid tax rate write-off on 100 
percent of that investment. Normally when we grant rapid tax writeoffs, 
they average about 60 percent of the capital investment. In this instance, 
we will grant a rapid tax writeoff on 100 percent of the investment So 
much for the mobilization base. 

But here is another objective that we try to keep in mind at all times, 
and that is this: that we must achieve our stockpile objectives just as 
rapidly as possible. Our stockpile objectives now as a result of a recent 
directive from the President break down into two principal categories: 
Minimum stockpile objectives and what we refer to as long-term stockpile 
objectives. The minimum stockpile objectives are objectives that were set 
a few years ago. They have been revised, of course, from time to time. 

They have been established by taking our requirements information, then 
by taking information relative to supplies, both domestic and foreign, and 
in the case of foreign supplies, discounting those foreign supplies on the 
basis of advice furnished by the Joint Chiefs of Staff and the Department 
of State.' Then, having figured the requirements, having figured what our 
supplies would be, and having figured out what the deficit would be, that 
deficit has been established as the stockpile objective, There are 75 
materials on our stockpile list at the present time. In the case of 38, we have 
virtual^ reached our objective and it * 
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Jlion in its stockpile program. 

And that is just what we are domg. May. i say r y . Govem- 

r a n e as far as. our nickel stockpile objective is concerned- 
2t in the past has not followed a consistent purchase ^ 

mg that particular stockpile objective. Beginning with ■ h(M 

2222s of supply of nickel so - *> ^222^ 
exists in the civilian economy and so as tp make it 

r22fob22222n2 weC We don’t know how much 
time we have on our side. . . , ~ Tin. PoxiHent 

' Now what about these long-term stockpile objectives? The p «mi 
directed the Director of Office of Defense Mobilization to take a look 
all of our stockpile objectives and in those cases where we ^re^g 
foreign sources of supply, to discount the foreign sources 
percent except for those countries that are so close t0 “ those 

strategic point of view we can continue to count on our supp y 
countries— Canada, of course, being the outstanding .llustraUon We are 
now in the process of reviewing all of our stockpile objectives in the hghto 
the President’s directive. We will increase some of them, and m some 
instances where we had already reached our minimum stpApik 
we will go back into the market and begm to purchase for P 

Two good illustrations, of course, are lead and ^ 

a period of the next 2 or 3 weeks that it will be posable for us tomovebadi 
into the market and begin to purchase lead and zmc. on m 
“ an absolute statement, because there are some fiscal problems involved 
f. 11X1 consultation on the Hill before we can actually put 

the program into effect; but m me mauer of a -.> 
back into the market and we will begin to purchase lead and Tine. 

RDP80B01676R001000030016-3 89 



recommendations will be made 
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objectives? First of all, and most important, we feel that it makes good 

sense from the standpoint of the security of the Nation, and in the second 
p lace, it makes it possible for us to go in and acquire materials at prices 
that are favorable to the taxpayer. In the past we have had to rush m 
under emergency conditions and have had to acquire these materials at 
premium prices. We think it is a sensible program, one that will put us 
in a stronger position from a security point of view, and one that will be o 
some help and some assistance to our mining industry. 

And may I say this: when I talked about the maintenance of the mobili- 
zation base, I referred to plants that produced military end items. A very 
important part of that mobilization base is the mining industiy of this 
country. Within the past few weeks, I have sent a letter to the Secretary 
of the Interior asking him to establish for us what are the minimum mobili- 
zation requirements as far as lead and zinc are concerned, and also to 
suggest to us the kind of a program that the Government should follow in 
order to insure the maintenance of our lead and zinc mines at that minimum 
level. And that is how we intend to approach that part of the maintenance 
of the mobilization base. We are going to take it case by case, analyze the 
situation case by case, and then develop a program and present that program 

wherever necessary to the Congress. , 

Shifting from materiels and plants and equipment for just a minute, to 
touch on one problem that Secretary Wilson also touched on-there isnt 
any doubt in our minds at all that we must develop manpower programs 
that give adequate recognition to the fact that the lack of skilled manpower 
could be the one limiting factor in the prosecution of a war. We have spent 
a lot of time over a period of the past few months, particularly m the Na- 
tional Security Council, in trying to determine what the size and the com- 
position of our active forces should be. As the Secretary has indicated, we 
have now reached the place where we feel it is necessary to spend time on 
determining what the size and composition of our reserve forces should be. 

That has never been done in this Nation. Now once we get agreement on 
the part of the executive and the legislative branches as to what the size 
and the composition of the reserve forces should be, then we can decide 
what kind of training programs we need in order to achieve that objective. 

Up to now we have had a lot of discussion about UMT and the other types 
of training programs without having a definite and specific objective in 
mind. But the President is determined to reverse that situation and to get 
the horse in front of the cart, and for the first time to arrive at an authorita- 
tive determination as to what the size and the composition of the reserve 
forces should be. Then we will figure out what kind of training programs 
we need in order to reach the objective. And so he asked me to ask the 
n „j... ...1 - £ r» nr^OTHTri rtf (’Mil* fPSPTVfi forces, for 

submission to the National Security Council. That program will be in 
around the 1st of May. It will be considered by the National Security 
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t0 ?ow C in waking out that reserve program and in determining just how 
we will operate in the event of all-out mobilization, it * 



riseT some kind of a system for making sure of the fact that an engineer* 
used at the place where he can render the best service j 

gram That may be in the civilian economy, it may be m the Armed 
forces, but we have got to handle that in an intelligent manner, a far more 
intelligent manner than we have in the past when we have been confronted 
with similar emergencies. 
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Remarks of Dr. Howard A. Rusk, 

President, American Korean Foundation 

Governor Adams and gentlemen, I appreciate very much the privilege 
of being invited back here today. A year ago you were generous enough to 
ask me to come in for a few minutes to tell you a little bit about Korea, 
from where I had just returned on a mission. I told you a bit about the 
country as we saw it at that time — of people who were cold and hungry and 
sick and yet who still had a great desire to fight to be free. If you want to 
know what the health conditions are in Korea, I can tell you very quickly. 

If you will think of any town in your State of 25,000 people— unroof one- 
fourth of the houses and destroy a fourth; have everybody on a 1,700-caloric 
diet, which is two hops of rice and meat or fish twice a month— two hops of 
rice a day; knock out the plumbing; knock out the water supply; bring the 
water m from the nearest polluted stream. In that town of 25,000 you 
will have 1,200 down with TB, 50 cases of leprosy. You have 22,000 per- 
sons with intestinal parasites; pneumonia rates 10 times that of om county; 
and 1 poorly trained general practitioner to meet the needs of that com- 
mumty— that will give you some idea of the health conditions. One nurse 
to every 54,000 people, 100,000 full oiphans, and 300,000 war widows. 

It might interest you to remember that Korea has lost more people in the 
Korean conflict than we lost in World War I, II, and Korea put together 
times two. 

As I remember back in some 100 institutions that we visited from refugee 
camps to Jeprosariums, I remember most vividly that in the entire trip I 
never heard a child cry, nor a man groan in pain, nor never heard a Korean, 
including Government officials, ask for anything except “Won’t you help 
us off our knees so we can continue to fight?” 

It seemed last year when I came before you that there was a place and a 
need for a voluntary agency to go into the field of rehabilitation in Korea in 
addition to all that the Government had done. I am often asked, why is it 
necessary? And I can explain my own philosophical reasons to you in a 
sentence: If you are down and out and broke, you have to go on the dole- 
you have to accept the relief check. But if a neighbor comes in with a pot 
of soup thev have made, or a shawl they have knitted, or a job opportunity 
they have found because you are their friend, then it is a very different 
situation. 

b0 * ! fter our IIleetin g ? with your generous help— and every Governor of 
cverv fttate m i t .t * . 

. ^ uLi ,aeAp Hi uui nauunax campaign — we 

went out m a disorganized campaign, because we didn’t have time to 
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\-RDP8*7B9W7kR0«1 (^(J^glgleitg-^ise a -little over $2 million in cash and $3 
million worth of goods in kind, primarily drugs — I don’t mean! old clothes — 
that have gone to Korea and the money has been allocated or spent. 

Right after the armistice. President Eisenhower* felt that it would be 
wise for a second mission to go back, and 1 1 went' back again. • On that 
mission with me were General Van Fleet and a number of businessmen — 
Mr. Edgar Queeny, chairman of the board of -Monsanto Ghemical Go. 
from St. Louis; Robert Jackson, the head of thb National Cotton Manu- 
facturers; William Carr, the head of the National Education Association; 
Jack Zinsser, president of Sharpe and Dohme; Leonard Mayo, executive 
director of the Association for the Aid of Crippled Children; John Price 
Bell; vice president, Webb and Knapp; William Zeckendorf, president, 
Webb and Knapp; Eugene J. Taylor, editorial staff, New York Times, and 
Palmer Bevis, executive director of the Foundation. 

This time we went back with some money in our pocket, the^money you 
had helped us to raise, and in 10 days we spent a half-million dollars 
and set up 126 projects, including the first school of public health in 
Korea; a new national tuberculosis control program, the national leprosy 
control program, and a national program for nurse education. We re- 
stocked the libraries of 26 teachers’ colleges. We ! brought a group of 
teachers over here for short-term training. We set up a model 'orphanage 
and a staff. We set up a rehabilitation center there for amputees, and 
I sent three of our top young women therapists there to run it. . We were 
in business. 

I think you might be interested in one little incident, especially those of 
you from the cotton country. Bob Jackson saw, as we divided into task 
forces, that the textile industry was down 50 percent of the time for one 
reason — that . the thread broke all the time. There were two reasons the 
thread brpke : First, .that the 10 percent Korean cotton that was in the 
thread was of such popr quality; and second, they needed a different length 
of staple shipped from our country. He changed the staple length with 
one telephone call. For $1,500 we arranged through one of the research 
departments in an agricultural school to pick the six best seeds likely to 
grow in that climate. They are in the ground now as an experimental 
crop. Next year there will be a seed crop, and the next year the entire 
cotton production of Korea will be changed. 

We came back and went about our business until things began to develop 
international- wise. The Geneva Conference was announced, and some of 
us who had been very intimately associated with the program had the deep 
conviction that when you are dealing for the peace in the Orient, which 
many of us feel is the key to peace in the world, and when you are dealing 
with an old patriot who has been 78 years old for the last 5 years, and a 
brilliant olu man* that possibly the reeling of belonging and die warmth 
of friendship might mean as much and possibly more than power diplomacy 
across the table; and that if we could let that feeling go across the Pacific 
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and behind the Iron Curtain and the Bamboo Curtain that we might be 
building one little stone in the peace negotiations. 

I came down and discussed it with Governor Adams and Bedell Smith, 
and together we went to see the President. He said that he felt there was 
no more important program that could be undertaken during these next 
90 days, especially during the Geneva Conference. So we went to work. 

We organized a national campaign, a campaign headed by Henry Alex- 
ander, the president of J. P. Morgan of New York, with Mrs. Wendell Will- 
kie as head of the Women’s Division.- We have a campaign organized in 
50 major cities and we have written all of you to ask you if you would lend 
us your support again. 

We went to the Association of American Railroads and asked if they 
would send “Help Korea Trains” across the country. They said they would 
be happy to and pay all expenses. We thought it would be one train and we 
ended up having to start six. This is not like the “Friendship Train” that 
had 57,000 unmatched shoes on it and where they had to stop them between 
cities to dispose of spoiled perishables- — we are taking nothing except carload 
lots and boxes packed for overseas shipment. These are a few of the things 
we have gotten: One hundred tons of raisins from the raisin growers in 
California because it is the only fruit that the kids in the orphanages had 
for a long time, and when we sent a small amount over on the Mercy ship 
that we sent to Pusan, they came back and said what a treat it was. Fifteen 
reconditioned buses from the Greyhound Bus Co.; a carload of railroad ties 
from Mississippi; two carloads of leather and hand-tools to make shoes 
from New York; a carload of lead pencils from Illinois; two carloads of 
citrus fruit juice concentrate from Florida; two carloads of soap from Ohio; 
a carload of drugs from one of the large manufacturers from New Jersey. 

( Valued at $300,000. ) And so on down the line. 

So we didn’t start one train— we started six. We started the Plymouth 
Rock Special from Boston and the Independence Special from Philadelphia 
and the Liberty Special from the Statute of Liberty in New York and the 
Dixie Special from the South. But when our people talked to Governor 
Talmadge last week, he wanted to know how many cars we were going to 
have. He said Georgia wanted a train of its own and would furnish 80 
cars for a special train. I think we will end up with more than 1,000 cars. 

It really isn’t a train — -it is a collection of cars that will assemble out in the 
San Francisco Bay area to be shipped overseas, and FOA has earmarked the 
cost for our overseas freight. Our people in Korea with the help of FOA 
and KCAC Will distribute it to institutions and to the orphanages and to 
the people who need it. 

^ In addition we have the three youth groups — Boy Scouts, Girl Scouts, 

Gamp Fire Girls — all packaging boxes of equipment and uniforms. We 
** a ' c a program, and we expect 5U,0UU boxes from every school for 

every school in Korea. They will be coded and marked^ and in each one 
wdl be a letter in Hangul, the Korean ^§^^^^^2098/07/29 
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from the American school. That there are some art materials in this box, 
and “Won’t you paint some pictures of what your school looks like and 
what your people are like so we can see; and we will send you pictures of 
our school.” 

I have had a little private project in this that is sort of “my baby. 5 ’ No 
doctor in Korea had had a new suit of clothes for over 5 years, and to take 
a little five-footer and try to cut down a suit of my clothes from the rag 
bag for him doesn’t do much as to fit and doesn’t do much as to spirit. So 
I began to write to some of my doctor friends pointing this out, after I had 
introduced in the American Medical Association a resolution welcoming 
Korea as the newest member in the World Medical Association and con- 
gratulating them on the wonderful job they did. As of yesterday I had 
received 1,200 replies from my physician friends, each enclosing $20. When 
the woolen manufacturers became interested — and I have never been so 
impressed about the goodness of people as I have in this campaign — for $20 
we are able to buy enough excellent wool for two suits of clothes, with the 
lining, a p ackag e of needles, and two spools of thread, and had enough left 
over to put a plastic raincoat in it. In each one is a letter in Hangul to 
the Korean doctor from an American colleague. We have asked the 
Korean doctors to write and acknowledge, so we can have a “person-to- 
person” relationship built up. I can visualize a Korean doctor going on 
his rounds and his patients seeing him the first time in years in a decent suit 
of clothes and saying, “Doctor, where did you get it?” and his replying, 
“This came from an American colleague. He sent it to me because he 
wanted to. And he sent me a letter in Korean.” 

The women’s clubs are organized and now just recently I can report to 
you — now off the record because it will be reported to the President on 
Friday— that for the first time in the history of this country every major 
veterans’ organization in America has agreed to participate in a Veterans’ 
March for Korea, a house-to-house canvass after a saturation radio and 
television show. Two milli on of these Scrolls of Salutes have gone out. 
The organizations include every group from the largest, the American Le- 
gion to the smallest, the Congressional Medal of Honor Society. Every one 
will be asked to sign this statement, “I subscribe to the Veterans’ March for 
Korea, to help the Koreans to help themselves, to show that in a democracy 
we stand by those who fight with us against communism.” 

The President is meeting all of the national commanders on Friday so 
this can be announced on May Day— when the celebration is a little different 
in most parts of the world. The State commanders will then call on you 
and ask you to sign. Next Tuesday the commanders are all being flown 
to Korea free by the Northwest Airlines to spend 3 days, to present the first 
of these scrolls to General Taylor, and to carry with them the President’s 
five-star flag which he has given as the first piece to go in the new American 
wing of “Americana” in the Korean National Museum in Seoul. There 
-RDPaQB(Bb6?6^0&l G366dQ&4 ®®Lp Korea Trains on which we will ask all 
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museums in the United States— the gkerRktefise £9&3W/29 : 

give an article of historic or artistic significance to go in this American 
Wing, where our GI’s, the other UN troops, and the Koreans can come and 
see them. »<■ r . s v 

Never have I seen anything catch fire as this has. The group visited 
Governor Herter last week in Boston and came back with a most 
enthusiastic response. 

These have all been mailed out, gentlemen, by volunteers working after 
hours and all day Saturday and Sunday. , I spent some time with .them 
on Saturday and there were two Congressional Medal of Honor winners, 
and there were 12 amputees, and 25 Korean veterans, with their wives and 
mothers and fathers who were there, packaging two million of these to 
send out because they wanted to. 

We hope and believe that this can be one of the greatest demonstrations 
of how democracy operates towards its friends there has ever been in the 
world. This has been a spontaneous thing that has just grown because 
it seemed to be right. 

Pan American World Airway flew the Korean Children’s Choir, here. 
Possibly some of you heard them on television. The American Airlines 
flew them from New York to San Francisco, and Greyhound Lines has 
provided a special bus for their National tour— all for free. These children 
have captured the hearts of everyone who have seen them. Those who 
have seen them don’t feel any more that the Koreans are little yellow people 
running around in a different part of the world. They realize that the 
Koreans are dynamic human beings with great culture, great music, and 
a great desire to fight for a free world. 

We believe in and want to help in everything that government does and 
has done. We have worked very closely with Mr. Stassen in FOA, and 
with the other national and international groups in Korea. But we feel — 
at least, I feel — that the Koreans, although they are hungry and ill-clothed 
and sick and malnourished, that more than food or clothes or medicine, 
they need the feel that they belong- that they have earned the right by the 
way they have fought and asked to continue to fight in order to, be free. 

It was most heartening and thrilling to us to know that the Executive 
Committee of this body is going to Korea in May. We have set aside a 
small amount of money, enough so that we hope that when you go, that 
you will announce that we are establishing in every province in Korea a 
Governors’ scholarship for a Korean youngster to go to Korean college; 

and it is named in honor of the American Governors again, as a person- 

to-person acknowledgment between two people who have fought together. 

We hope in turn that possibly there will be some fellowships and scholar- 
ships available in State Universities so that brilliant students can be brought 
over here, We will haul them over for free, because Mr. Torn Cuffe in 
San Francisco has given us free passage on his passenger-carrying ocean 
freighters. - - : ’ I . 
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^itli t£e start tBat weliavc and with the great need there, I hope that 
we can help make Korea the showplace of the Orient, and can demonstrate 
that democracy is a better way of life, and we can do it the free way as we 
have always done it here. 

Again, may I express my own and General Van Fleet’s and Milton 
Eisenhower’s and all of our trustees’— many of whom are from your own 
part of the country — our deepest appreciation for your help and your 
understanding and your feeling about what we are attempting to do. 
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Remarks of Val Peterson, Administrator, 
Federal Civil Defense Administration 

Gentlemen, we have sat through a long, and I hope, very profitable 
conference. I am going to speak briefly and right to the point on three 
things and three things only. 

First, I would like to utter a word of caution. There have been many 
exaggerated reports published of what happened out in the Pacific in March. 

I assume that was inevitable. Until the officials who were responsible for 
those tests are able to study and analyze the data which they alone as- 
sembled out there, we simply cannot know exactly what happened. In 
the meantime, people cannot be stopped from speculating. As a result, 
stories have appeared that made the devastating effects of those weapons, 
great as that devastation has been, appear to be greater than in fact they 
were. 

Without attempting to minimize the effects, I have prepared this chart 
which shows the law of diminishing returns applies to any kind of atomic 
or hydrogen weapon. 

Let us take a 25X bomb; the equivalent of 500,000 tons of TNT in ex- 
plosive force. That is a big one. There aren’t many of those in the world 
at this minute. President Eisenhower has said we have some of them in 
our stockpile. A 25X bomb would create a radius of total destruction of 
1% 0 miles wherever it was dropped. In other words, it would totally de- 
stroy the area under it. Now if you double that 500,000 tons and make 
a 50X bomb we would have the equivalent of 1 million tons of TNT . The 
radius of total destruction for a 50X bomb is increased only from 1 5 / 10 miles 
to 1 % 0 miles. The law of diminishing returns is now coming into play. 

Now let us apply this law to the device that was exploded in Operation 
Ivy. Many of you have seen the color film and all of you will be able to 
see it because we have made color prints available to our State Civil Defense 
Directors. I am not privileged to say the exact number of millions of tons 
of TNT equivalent that were involved, but let me say Ivy involved from 5 
to 7 milli on tons of TNT equivalent. That bomb would cause total obliter- 
ation within a radius of 3% 0 miles. JNow let's assume one of the bombs 
exploded this March was the equivalent of 10 to 16 million tons of TNT. 

It would destroy everything in a radius of 4 to 4 Vi? miles. Now you can t 
take too much hope from what I am tilling you other than that 1 am getting: 
this down to 3 or 4 miles in total destruction instead oi uie vast distances 
some people were talking about a while back. You can t take too much 
hope from it for two reasons: first, 1 hav A^f%^ t Pc^l^l 1 e d ^/07/29 : 


ClA-RDPMB^TIgj^lfiMflaflOafiOper^tion Ivy, in addition to having a 
radius of total destruction 3% 0 miles,, had a radius of severe damage up to 
7 miles The destruction between total and severe may not be very com- 
forting. The second reason I say that you can’t take too mudi hope from 
this is that the enemy, if he chooses, may bring three or fom orthese 
bombs and drop them. Then he begins to widen his area of total destruc- 

tion and of severe damage. . _ j . 

I think this is helpful to you— this correct information. I do not have, 
of course, exact information from the March test. Sol utter this word of 
caution to you: wait until the returns are in from the Atomic Energy Com 
mission before you accept every statement that appears in a newspaper 

or a magazine article or over the radio. 

Now, point two. It has been my personal program to try to callon each 
Governor and each Director of Civil Defense in his own State office and 
to make myself available for any service that those two officials would 
care to have me undertake. In that connection, last week I was m Governor 
Mennen Williams’ State and appeared before a group of egislators an 
other officials. Last week I was also; in Governor Trank Clements State. 

I recall further that I spoke before Governor Dan Thornton s Legislature. 

I am perfectly willing to come in and do anything that any of you wan . 
Some 10 days ago I was in Governor Knight’s State for a week. I was in 
Governor Kohler’s State and in the States of many of you I see around 
the table. I am perfectly willing to come in any time you want me. My 
feet will be close to the ground. If you want me, or want any of our people, 
call on us and we will try to come and do the things we can to help you. 

Those are the first two points. 

Point number three. It was suggested immediately after the hydrogen 
bomb was exploded, that Civil Defense no longer had any meaning in 
America or in the world for that matter. One of the first exponaits of that 
view, I was interested to note, was the Communist Party in the United 
States and in England. And that might speak for itself. 

Some people felt that the situation was hopeless. That is not the case, 
even as of today. Whether the scientists will someday make a weapon 
that will make the situation hopeless, I do not know-and I don t know 
that anyone else knows, including the scientists. There is still a most 
definite need for Civil Defense, even a greater need than there was before 
the first hydrogen weapon was exploded in November 1952. 

Let’s go back a bit. The first time I saw the picture that portrayed the 
first thermonuclear explosion in history was in March 1953, when some of 
us were summoned to the White House. The Cabinet members were there 
some of the White House staff, the Joint Chiefs of Staff, and a few othe 
people Shortly after that time and I don’t recall the exact daces-the 

it to small erouus ot Amen* 
picture was saumicu . ©■ - * r - v 

cans in responsible official positions. We showed it to au yom State Civ i. 
Defense Directors so that they would understand our mutual problem. 
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Later, we showed it to 1 75 mayors, city managers, and county commis^aers. 
assembled here at the President’s invMlon af Sie SectMler h? jmd 15 
meetings of last year. We attempted first of all to spread this information 
through officialdom as rapidly as we could. 

We could not show it to all of you Governors because there was no 
meeting of all the Governors at which we had an opportunity to show it. 
We had expected to show it here today, but in the meantime, we were able 
to release it for the entire American public. 


/ 29 : Cl 


Now all of America has seen this picture. Today the need for Civil 
Defense is as great as ever or greater. All this does is shift the emphasis 
within Civil Defense. In the beginning we were dealing with small bombs, 
IX bombs. That is the term used to describe the bombs exploded over 
Nagasaki and Hiroshima. Each was the equivalent of 20,000 tons of TNT. 
Even when those bombs were exploded, as devastating as they were or still 
are as a matter of fact, there was still some hope that a bomb could be 
exploded over a great American city and we could maintain life within that 
city and still maintain our philosophy. In other words, at that time the 
philosophy and the policy of the Civil Defense Administration and of Civil 
Defense clear across America and in the world was “Duck and take cover- 
get the best shelter you can, duck and take cover, come out after the raid is 
over, clean up the mess, and start resuming life as usual and production as 
usual.” 


But with the development of these monsters— and you don’t have to talk 
in terms of hydrogen weapons to have monsters— with the development of 
these 250,000-ton bombs or 500,000-ton bombs, the idea of duck and take 
cover became absolutely obsolete. Of course, if a bomb were exploded right 
this minute, I would duck and get as close as I could to the strongest possible 
wall. The bomb might fall far enough away from here so that even that 
precaution might save my life. Or if I threw myself into a ditch, I might 
save my life. Some of you who were at Las Vegas in March 1953 know 
that those of us who were up at the front line with the troops, 2 miles from 
the explosion, in a trench 5 feet deep, suffered no ill effects, even though the 
earth trembled just as I imagine a great pile of jelly would tremble if one 
stood on the center. In other words, a ditch might save your life, or 
throwing yourself behind a wall may still save your life because you may be 
lucky enough to be far enough away. It did save lives for the Japanese at 
Nagasaki and Hiroshima. 

On the whole, it is foolish to talk any more about remaining in the city to 
duck and take cover. Therefore, there are only two choices to the people 
who live in great cities of America or in any great cities anywhere over the 
world. One is simply to go under ground in concrete catacombs lined 
with steel, equipped with air conditioners, gas filters, sanitary facilities, living 
racilities, and communication facilities. Go down, way down deep 70, 80, 
or 90 tee t under the ground into these monstrous man-made caverns, if yoJ 
please, or into the rock if rock happens to be available, as it is over in 


\-RDP8®BO46^I^Q£)iW)B0ft^6Qllfit-3[ visited' last summer and aut umn That is 
one choice. Protective-wise it might do the job. But it does not appear 
to be feasible from an economic standpoint. It would take untold billions 
of dollars and it would take years to build them. Then there would be the 
question of getting the people into them after we have the shelters in exist- 
ence. As I have said in some of your States, America may 'eventually have 
to come to that anyway, if and when we get into the guided missile era with 
missiles carrying atomic warheads, traveling thousands of. miles ah hour. 
This would eliminate warning time and ability to evacuate' our cities. But 
it appears that this is sometime off, if it can ever be accomplished. That is 
one alternative- — get under the ground. I won’t, take any more time to 
discuss that alternative here this afternoon. 

The other choice is one that I have been thinking about ever since I saw 
this picture in March 1953. I started talking about it publicly in June 
1953, with some little harm to myself because some people said that I was 
either scaremongering or warmongering. One or two were unkind enough 
to suggest that either I had information that nobody else in the .world had 
or I was crazy, or both. Nevertheless, I started talking about evacuating 
our American cities, assuming that we would get warning time to move out 
on the surface of the earth— because when the bomb goes off, the city is 
gone. That is the end of it. There won’t be much of a city there, and if 
you are in it, you will be dead. So I said, let’s get out of these American 
cities and in an orderly manner. And gentlemen, it doesn’t make any 
difference whether you believe in evacuation or not. The people will 
evacuate these cities. The only problem is — -are we going to get them out 
in an orderly manner or are they going to go out in an unruly mob. Gover- 
nor McKeldin, if a man lived in a town half way between Washington and 
Baltimore when those two cities are bombed, which I assume would be 
simultaneously, and those mobs started streaming out on advanced warning 
and weren’t organized properly and were converging half way between 
Baltimore and Washington, I wouldn’t give a nickel for life or limb out in 
that country when those people come churning over that countryside. So 
we must organize these people. 

It can be done, and what is required before it can be done? The first 
thing required is that we must have warning time. To give us warning 
time is the responsibility of the military, and particularly of the United 
States Air Force. Before we can have warning time, we must have com- 
pleted a detection system that will run clear across the north lands of 
Alaska and Canada, with installations over— and some of these are in 
place — Iceland and Greenland. One way to put it would be that we must 
have a detection system in depth, extending all the way from Hawaii clear 
over the north land of North America in Iceland and i j 
arm sticking down to the Azores and some to the south, in the event the 
Communists are ever able to penetrate the south. 
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Such a plan has already been appi&RBIty'^ls fgj&JS^e@§&afi0^97/29 : C A- 
Secretary Wilson said the other day, it is already in process of implementa- 
tion. He is hopeful that in a period of months-^-and no one knows exactly 
how many months — perhaps V/a to 2 years, that detection system will be 
completed to the point where we will be able to have a pretty good chance 
of being tipped off whenever the enemy starts moving his bombers into 
North America. Then we will have -up to 6 hours of warning time. 

As of this moment, I would say that cities like St. Louis, Oklahoma City, 

Little Rock, Atlanta, and possibly some others in that area would have up 
to an hour-and-a-half or more of warning time because they are favorably 
situated. That is enough warning time so those cities could be evacuated, 
in my judgment. 

Now, what about the rest of America? Well, up in Washington State, 
in Oregon, and over in New York, it is questionable whether at this moment 
we could get more than 30 minutes to 1 hour of warning time. As a matter 
of fact, the Air Force won’t guarantee any warning time, and I don’t think 
it is reasonable to ask them to guarantee anything in this business. But 
they have sometimes said that maybe we could only plan on 15 minutes 
or less of warning time. I am inclined to think they are now organized to 
where we could get somewhat more than 30 minutes, maybe up to 1 hour — 
and that time will increase from now on. 

We need at least 2 to 6 hours of warning time; from 2 hours on up 
toward 6, to do the job in most of the big cities of the United States. i 

However, something happened out in Spokane, Wash., this week that is 
encouraging. At Spokane, they tried the evacuation of an American city 
of some size; a city, according to the newspaper account, of 175,000 people. 

It says that despite wind and rain, the crowd moved quietly and in an 
orderly fashion to the edge of a fireball perimeter where in a real attack 
buses would take them far from the vicinity. In other words, they walked 
from the downtown area, they got to the perimeter of the fireball, and 
they were all ready to be evacuated by transportation. Vice Admiral Daniel 
E. Barbey, who is the Civil Defense Director in Washington — and it has 
been by pleasure to be in that State and work for him and Governor 
Langlie — says, according to this newspaper account, that the test proves a 
business district of a metropolitan area can be evacuated within 10 minutes, 
and people started on the way to safety in the country. Now, he is speaking, 
of course, of a city of 175,000 — he is not speaking of New York City in 
connection with this test. 

But it has been my feeling that cities such as Columbus or Indianapolis, 
and others of that size, can be evacuated in an orderly, sensible fashion 
with V/t to 2 hours of warning time, and maybe less if we really get to work 
on this problem. I think Chicago can be evacuated satisfactorily. You 
r -o!h' h*"* tough in Seattle. San Francisco. New Orleans. Los 
Angeles, and New York — and there may be some others that don’t occcur 1 

to me at the moment. New York because it is such a tremendously con- I 
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I have named, with the exception of Los Angeles. However, the Civil 
Defense Director dovm in’ the City of New Orleans, General Maraist, tells 
me — and he has beenteUing me this for the last 6 months— -that he can 
work out plans and is working them out to evacuate New Orleans. If you 
can do that, you can evacuate any of the other cities we are talking about, 
again, with the possible exception of New York- — and I think we can do it 
there, although that is probably the toughest problem in the world. The 
fact is, it is going to be tough — I know it is going to be tough because it is 
tough to get to work down here in Washington. It is tough to get home 
at 5 o’clock. The fact that it is tough doesn’t mean that it won’t be done 
or it won’t have to be done. What is the choice. Go under the ground, 
evacuate, or be vaporized — stay, and die. I refuse to believe there is not 
in every city in America enough common sense, traffic-wise and engineering- 
wise, to figure out a way to get the people out of these cities and save their 
lives. Now for the first time, Civil Defense says to the people of America — 
here is something positive and affirmative. We will help you save your life 
if you will help us to save the lives of millions of American people. We are 
not talking about ducking any more and hoping we are alive after these 
things go off. This is a real challenge, and it is your responsibility as a 
Governor of a State to see that your Civil Defense is functioning to the 
point where these people can get out of these cities. It is the responsibility 
of the Mayor, right along with you. It is a responsibility imposed by law, 
and it is imposed by law on the President of the United States whom I 
serve as a lieutenant. 

I had hoped to have a minute or two for any questions you might care 
to direct to me. I can tell you that in many cities evacuation plans are 
now being made. Milwaukee is one and there are many others in the 
United States. We are going to be able to get this job done if we just use 
our ingenuity. We can figure this thing out; it is not a hopeless problem, 
although it is an extremely difficult one and sometimes a rather frus- 
trating one. 

Now, one more thing. This shifts the emphasis to the support areas. 
When you evacuate Baltimore, you must evacuate to pre-arranged places. 
You must have schoolhouses and churches designated out in the country, 
25, 30, 40, 50 miles, to which these people can go and where they can be 
fed, clothed, sheltered, and given medication. The emphasis now has 
shifted from the target city itself which no longer can take care of its 
problem, to the people in the hinterlands or in the rural areas of America. 
That is a tremendous shift of emphasis in Civil Defense. It means, Gover- 
nor Anderson, that your great State of South Dakota, as good neighbors, 
may have to take care of the people of Minneapolis, for example. It means 
that out in rural Utah they will have to take care of the people of Salt 
Lake City, if that city is hit. It means in my State of Nebraska, we may 
have to help the people of Denver; we may have to help the people of 
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Minneapolis and St. Paul or Kansas : 

t eams out to Seattle to help the people of Washington. It means that 
rural America now will have to be really good neighbors and friends to the 
people of urban America, if we are to be able to maintain the people of the 
cities of the United States. 

After an attack takes place, the military, in my judgment, will be immo- 
bilized in America. They won’t be calling your National Guard away 
from you. It will have to stay home and help clean up your State. You 
are not going to move great concentrations of troops out of America because 
there won’t be any harbors after the bombs go off, no railroad terminal 
yards, no great cities. The industrial guts of America will be spilled on the 
ground, and we will have to tie America back up. I hope Russia will be 
lying in the same condition within minutes after the attack on the United 
States starts. Then the question will be, which one of these two countries 
has enough guts and moral stamina and spiritual fiber to get up off the 
ground to complete the job in order that the real objectives in this war 
can be won — and that is the preservation of our freedom of religion, our 
freedom of democracy, and our freedom of enterprise. Those are the 
things that the enemy is out to destroy. Those are the things that we want 
to maintain. That is going to be our challenge. 

Thank you very much. 
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r Remarks of Henry Cabot Lodge, Jr., 

U. S. Representative to the United Nations 

Mr. Chairman, gentlemen; I appreciate the opportunity r to come to you 
at the end of this long day. I think it is a wonderful thing that men as 
busy as you are and as burdened with heavy responsibilities as you are, 
take this time. I am sure it is worth while, because certainly in the field 
of foreign policy the success and the effectiveness of what this country does 
is in direct relationship to the degree of public understanding and public 
support. Whenever our foreign policy gets away from public opinion, 
then it becomes unsuccessful. And you, as leaders and as opinion-makers 
in the States of the Union can play a very decisive part in making our 
foreign policy a success. 

At the United Nations, where I am in daily contact with the represent- 
atives of sixty different countries, we have been seeing a number of things 
that do not lead to optimism. I know you have had a great deal of discus- 
sion here already about Indochina, so I won’t go into that. About the 
only op timis tic and encouraging event in recent months has been the deci- 
sion of Pakistan to be counted with the free anticommunist forces of the 
world, which was followed up by the decision of President Eisenhower to 
extend militar y aid to Pakistan. In other words, we have added an ally, 
which is not an event that happens often enough to make us blase about it. 
I think that event and the recently signed agreement with Turkey, of which 
it is a part, can have a tremendously stabilizing effect in one of the most 
crucial parts of the world. It is a very real setback to communist imperial- 
ism and I think it is an example of effective operation in the field of foreign 
affairs. 

| The subject that has been taking up the time of the United States repre- 

' tentative for the last few months has been all the different disputes that are 

j taking place in connection with Palestine. There is. a dispute between 

i Israel and Syria. There is a dispute between Israel and Jordan. There is 

a dispute between Israel and Egypt. There has been a good deal of shoot- 
ing, a good deal of killing, and it is a situation which is certainly potentially 
as dangerous as the situation in Indochina, although it hasn t yet gotten to 
the crucial point that that has reached. But with the religious differences, 
with the tremendous reservoir of oil that exists in that pan of the world, 
I with the strategic importance, with the nearness of the Soviet Union to it, 


vou can all see the great possibilities for danger. 
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in a more peaceful and stable condition. . . . , porter— 

That is why I hope, if we ever get to the point of revising the Charter 
which comes up for revision in 1955— that we certairdy^give very^s«ious 
consideration to amending it so as to elmunate the ^use 
pacific settlement of disputes such as I have just illustra . ^ of 

The United Nations is a place where wars have been pr , 

co^e 5L« to you prevent is never as dramatic or as sensational as the 

1 you . 0*1 ZXfZgZ 

the threat of wat ' .Jj®. ^,^ h ^i!hid^^bsolutely a clear case of 

opinion doesn’t read as fast or as 

x£;:: ^ m or * Nr 

and they pulled the troops out of Iran. 


-RDP80B01676R001 00003001 6-3 “ , . . . . . . - mh 

The United Nations is a place where the initiative was taken, with sub- 
stantial American backing, to prevent communist encroachment on Greece 
in 1947. There are many parallels between the communist encroachment 
on Greece in 1947 and the present communist encroachment on Indochina. 
It is a place where open warfare over Kashmir between India and Pak- 

istan was stopped. , .. - , • 

It is a place where the advent of Israel into the family of nations was 
determined and an end put to a bloody war in the Holy Land, although as I 

sav, the situation is still dangerous. . 

It is a place where, working with the Netherlands and the Indonesians, 
full independence was given to the 76 million people inhabiting Indonesia. 

It is a place where part of the free world was organized to repel the 
bloody aggression in Korea, which threatened the whole free world. 

I would like to say a word about the contribution in Korea because there 
has been a good deal of criticism about the fact that the United States put 
up such a tremendous proportion of the men and of the weapons. It * true 
to the United States put up an overwhelming share of both Chdy the 
Republic of Korea put up more men, and the Army of the Republic of Korea 
w J trained by the United States Army. The other nations of the United 
Nations put up the equivalent of two divisions. If the lend-lease policy o 
i World War II had not for some strange reason been reversed, I think we 

might have had 5 instead of 2 divisions out of the United Nations members 
! There were a number of nations to had excellent fighting manpower, but 

didn’t have the logistical support, that didn’t have the dollars, tha saw 
no prospect of ever paying for it, and which were thus prevented from 
sen din g manpower because of the policy that was then in .effect that each 
nation had to pay for its own logistical support in dollars. That is a mistake 
by the way, which will not be repeated in the future. * 

But two divisions is something. Two divisions in World War II figure 
cost $600 million a year. So if we had had to put up those two divisions 
we would have paid $600 million a year. When you match that up agarns 
the contribution of $13 million, which is what we make to the Unitec 
Nations, that is not such a bad deal. Incidentally, we have gotten th 
United States contribution reduced so that it is now down to percen 

' We have gotten the Soviet contribution increased. 

I If it had not been for the United Nations whereby we had troops fror 

I such widely dispersed nations as Turkey, Ethiopia, Thailand, the Phi ip 

pines, and Colombia fighting alongside of the troops from the West and th 
northern part of the world, it would have been impossible to have prevente. 
the Communists from denouncing the Korean War as an examp e 
white man seeking to bring the colored man into a new colonialism. Du 
to the United Nations, that type oi propaganda was totally ineffective- » 
I we have gotten advantages out of the United Nations even m Kore; 

-Rbp8OBOt#^R0OTOBbbiK)^i5 had * *»* United Nations had 
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■RDPSOgat^fiFMChMiOQflaOffiKiaal editors and political leaders. You ought 
to have that translated and put out over the Voice of America.” There is 
no other place in the world where you can get that kind of reaction on what 

people are thinking. ' . 

Then it is a great place to refute lies. East year they put out this 
monstrous lie that the United States had been using germ warfare m 
Korea. Well, at the last General assembly— and Governor Byrnes was one 
of the distinguished and extremely helpful members of the Umted States 
Delegation— we got Dr. Mayo, who was another member of the Delega- 
tion— Dr. Charles Mayo of Rochester, Minn., to get up and make a 
systematic refutation of all the charges of germ warfare. We took the 
Chinese Communist film purporting to show the confessions, and then we 
took the movies of the same aviators when they got off the ooat at San 
Francisco. And having a man of Dr. Mayo’s medical standing m the 
world make this presentation resulted in our keeping the front page for 
about ten days, and we completely refuted that He. In fact, I think we 
came out ahead in the cold war because of showing what a dreadful he it 

was that they perpetrated. rt 

[ It is a place where we can develop the truth about the Chinese Com- 

munists. I would like to just enumerate for you why it seems to me it 
would be a most dreadful thing for the Chinese Communists to become 
members of the United Nations. Isay this because: 

—the Chinese Communist regime has repeatedly expressed its open 
contempt for the purposes and principles of the United Nations; 

—because it stands convicted by the United Nations as an aggressor m 
Korea where it killed and wounded many thousands of American and 

other soldiers who were defending peace; . ^ < 

—because it continues to support aggression in Indochina, by giving sub- 
stantial aid and by furnishing advisers and technicians to the Viet Minh 
forces; 

—because it went in and occupied defenseless Tibet and seized control 
of its government and resources; : . 

—because it sponsors guerilla and subversive movements in Malaya, and 

throughout the rest of Southeast Asia; 

| —because it. committed dreadful atrocities— unspeakable atrocities 

I against Americans and others fighting for the United Nations in Korea, and 

j subjected prisoners to physical and mental cruelty in seeking to extort 

mili tary secrets and confessions of alleged guilt; 
i —because it still holds 32 American civilians under barbarous conditions 

without published charges, and subjects these innocent missionaries, news- 
I papermen, and businessmen to cruel and inhuman treatment; 

—because it wilfully fabricated and publicized false evidence of spurious 


"es deri^med to hi r c V the reputation of the Unitec 
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States, and because it carries on a deliberate ’hate- America propaganda 
campaign; 
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because it has executed millions pc|t^ te^sfe I 2^b5S% : 7 r /2 9 : CIA 

millions into slave labor; . , . . . 

—because it even stoops to an international extortion racket m squeezing 
millions of dollars from overseas Chinese— and many of them in this 
country — who try to buy safety and protection for their relatives at home 
which is something I intend "to develop in the United Nations if the time 
comes and if this thing is brought up and I have a chance to do so. - 
The exposure of the terrible ways in which the Chinese Communists 
violate the normally accepted standards of international conduct has so 
horrified many decent people that this regime has never even gotten a 
toehold on the threshold of the United Nations. And I can promise you 
that as long as I am there, I will steadfastly resist all maneuvers by the 
Chinese Communist regime and its advocates to bribe its way into the 
United Nations. It seems to me to admit to the United Nations a regime 
which believes in war as an instrument of national policy would be the 
first time in its history that the United Nations had deliberately decided 
to stultify itself by flagrantly acting in contradiction of its primary and 
basic purpose, which is to “save succeeding generations from the scourge 

of war.” „ 

People who say, “Well, the Russians are in— why shouldn’t the .Chinese 
Communists be in?” I think, overlook the fact that if the Russians had 
been acting in 1946 in the way in which they have acted since, that we 
would not have been in favor of admitting them. And for us to admit a 
flagrant violator in cold blood, as we would be doing in the case of the 
Chinese Communists, would be to stultify the United Nations. It says that 
it shall be composed of “peace-loving nations.” Those two words are 
quoted from the charter. It is not contemplated that it should be a mere 
continuing diplomatic forum in which the virtuous and the criminal should 

sit side by side. _ - 

I would like to conclude by pointing out that perhaps the biggest thing 
that has' happened at the United Nations since I have been there was on 
the 8th of December, when President Eisenhower appeared and made his 
famous proposal to set up an international stockpile of fissionable material 
to be used for peaceful purposes, which would lead the world away from 
war and toward peace. At that moment I think it was that James Reston, 
the diplomatic expert of the New York Times, said that in one stroke he 
had seized the initiative away from the Kremlin which they had had in the 
cold war since the end of World War II. ...... 

This is a wonderful illustration of how the United Nations can be used 
if we have the imagination and the gumption and the statesmanship to 
use it 

The United Nations is a beginning. It is evolutionary-’. It rather re- 
TTvnds me ot the time in 1903 when die W *ight brothers got the first air- 
plane to fly. I think it flew 31 miles an hour for 17 seconds. When it 
came to the ground, they didn’t thereupon go out and destroy it and chop 
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| ll to pieces ana diow it up. i ney went our ana tnea to matte it ueticr. 

RDP80B%lg^R^1JM3fti&3Qfifl<&5has already stood between us and World Wa 
III. I think it can do it some more, and I fhink the thing for us to do i 
to improve it and to build it up. 

Thank you for this opportunity. 


11 


a. ». soyimniiHT mintiks orncii mi 


